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PREFACE. 


i following few words of preface give me an oppor- 
tunity, of which I hasten to avail myself, at once 
‘introducing the present edition of Ricardo’s Principles, 
1d of explaining the absence of any biographical details 
ith regard to Ricardo’s life. I was first attracted to 
e study of the works by the eulogies passed upon 
em by J. S. Mill. That was naturally enough at the 
ginning of my economic studies. But the ardour with 
hich I had turned to their perusal was greatly stimu- 
ted by my subsequent acquaintance with the writings 
his German and English critics. I had listened to 
rong praise, but now I heard, or rather read, abuse 
ually as strong. It increased my desire for an intimate 
quaintance with the personality, theoretic if no other, of 
e man who was capable of stirring up such vehemence of 
ussion. 
To some degree, I must confess, closer study and investi- 
ition tended to confirm my former opinions. I had 
garded Ricardo as a singularly abstract writer, and so I 
ntinue to regard him. But in respect of his personal 
d intellectual character I came to entertain new views. 
ike many others, I had learned to look upon him as doc- 
inaire, cold, and if anything a trifle illiberal and inelastic 
‘thought. Sometimes, indeed, a Ricardo phantom of a 
ld, uneager, relentless law, which might be called inhu- 
an were it not so void of feeling, had grown up in my 
ind in place as it were of the figure of a man and a 
titer. But now I see how I misjudged him, how others 
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have misjudged him, by confusing the scientific formulas 
which he developed with the man himself. He was ab- 
stract, not doctrinaire ; precise, not dogmatic; and always 
ready to discuss, and, if need were, to remodel his opinions. 
That very acute observer, Miss Edgeworth, gives a few 
glimpses of him as she knew him in private life. Let us 
picture him as he appeared to her and some others who 
knew him intimately. We meet a man in stature “ under- 
sized,” but in “face handsome and manners delightful”; 
somewhat composed in his demeanour, but so full of 
interest and vitality that, we are told, he “starts perpetu- 
ally new game in conversation.” We may make his 
acquaintance either in town, where he entertains his friends 
at delightful breakfasts, or at Gatcomb Park, where Miss 
Edgeworth at least seems to have found him agreeable in 
every character, save when he was driving his horses down 
a steep hill. A singular charm of manner must have been 
his to kindle such a great personal affection in the heart 
of the somewhat stoical James Mill. After this we cannot 
be surprised to hear that the younger of the Mills was 
attracted by ‘his benevolent counsel and kindliness of 
manner.” : 

But perhaps it was his conversational ability that most 
impressed itself on strangers. He was acute, well informed, 
and conspicuously fair and open-minded. “He is alto- 
gether,” to quote once more, “one of the most agreeable 
persons, and as well one of the best informed and most 
clever, that I ever knew.” “I never argued or discussed 
a question with any person who argues more fairly, or less 
for victory and more for truth. He gives full weight to 
every argument brought against him, and seems not to be 
on any side of the question for one instant longer than the 
conviction of his mind is on that side. It seems quite 
indifferent to him whether you find the truth or whether 
he finds it, provided it be found.” The characteristic 
depicted here of a calm, strong vitality, reveals itsel! 
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shroughout his whole life. It buoyed him up during the 
arly anxieties of his career, when, receiving no support 
‘rom his father, he began to frequent the Stock Exchange 
yn his own account; it stood him in good stead when he 
mrned his mind to scientific and social studies ; it strength- 
ned him to bear with patience the perpetual misrepresen- 
ations to which his opinions on financial and agricultural 
matters exposed him. He thought firmly, freshly, and 
surely. Glance at him but once again. Just turned aside 
‘rom the excitement of the Exchange, he is sitting down to 
write, still within sound of the hubbub and rage of money- 
naking, on the causes which determine value or regulate 
she shares apportioned respectively in wages and profits. 
This, no fancy picture, is but an illustration of the readi- 
less and activity with which he sought opportunity for 
abour and study. The end came all too soon. He died 
11th September, 1823, at the early age of fifty-one. Let 
1s take leave of him in the spirit in which his last letter 
0 Malthus closes. ‘And now, my dear Malthus, I have 
lone. Like other disputants, after much discussion we 
sach retain our own opinions. ‘These discussions, however, 
never influence our friendship; I should not like you more 
shan I do if you agreed in opinion with me.” 

Part of what I have learnt with regard to David Ricardo 
us a man I have endeavoured to suggest in the foregomg 
page or two. I could wish that it had been possible to 
devote adequate space to a sketch of his life, but the need 
of critical comment has been so frequent that I have not 
felt, justified in further contracting, even for that purpose, 
what I have to say either in notes or in my Introductory 
Hssay. 

Tn conclusion, I must take this opportunity of thanking 
all those who have assisted me either by advice or with bib- 
liographical details in the preparation of the present edi- 
ion; where so much kindness has been shown it would be 

vidious to particularize. But I am sure that all who 
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have so courteously aided me will feel with me, that differ- 
ently though we may estimate the Principles of Political 
Economy and Taxation, we can agree in honouring its 
author as a honourable fellow-worker in the field of 
economic study. 

The following edition is a reprint of the third edition, 
the last, that is, published in Ricardo’s lifetime. It is 
obviously the one used by MacCulloch in the Works. The 
few differences, arising chiefly from errors of the press, 
have been noted, but they are unimportant. One para- 
graph taken from the second edition, but missing in the 
third, has been added to the text. For purposes partly 
of reference, partly of future use, I have paragraphed the 
whole work, and added an analytical table of Contents. 
My notes are distinguished from those of the author by 
the employment of square brackets. 

E. C. K. Gonner. 

University College, Liverpoole 

January, 1, 1891. 


NOTE. 


The references to the Wealth of Nations are, save when otherwise 
noted, to the edition of that work edited by Professor Nicholson, 
1884, 


INTRODUCTORY ESSAY. 


PRELIMINARY REMARKS.—1l. Mistakes made in estimates of Ricardo’s work and 
method. 2. His many defects. 3. Attempted rearrangement of the matter con- 
tained in the Principles, ete. 4, Two chief subjects of investigation. Theory of 
Remuneration and Price. The Incidence of Taxation, 5. Unity of aim under- 
lying his apparent desultoriness. 6. His distinction between temporary and per- 
manent conditions. 

Main OUTLINE OF THE THEORY OF REMUNERATION AND VALUE IN PRICE.—7. 
Value and cost of production. Meaning of latter term. 8. Walue essentially of 
the nature ofaratio. 9. Real value. 10. Impossibility of an objective standard 
of value. 11. Importance of a theory of Value in forming a theory of Distribution 
or Remuneration, 12. The payment of rent does not affect the real value to be 
shared in Wages and Profits. 13. Interdependence of Profits and Wages. First 
Position. 14. Price. 15. Further consideration as to the relations between 
Labour and Capital. 16. The natural rate of wages. The Standard of Comfort. 
Interdependence of Profits and Wages. Second Position, 17. Foreign trade, 
and its relation to theory of value, ete, 18. General treatment of the question of 
Remuneration by Ricardo. 

THE INCIDENCE OF TAXATION.—19. General propositions as to taxation. 20, Taxes 
falling on Rent. 21. Taxes affecting Price. 22. Taxes falling on Profits. 23. 
General treatment of the question of Taxation by Ricardo. 

FURTHER SUBJECTS FOR CONSIDERATION. — 24. Value, Utility, and Cost of 
Production. 25. Rent. 26, Foreign Trade. 27. Conclusion. The importance 
of the work achieved by Ricardo, 28. Socialistic theory and its relation to 
Ricardian Theory. 29, The work left for others by Ricardo. 


is 

A CRITICAL study of Ricardo is, I believe, all that is needed 

to convince the reader of the enormous difficulty of 
forming a correct estimate of his work and intention. It is 
natural that this should be so. There are few writers so open to 
misunderstanding, and few indeed whose real merits have been so 
completely thrust out of sight by other merits fancifully attri- 
buted to them. The Principles of Political Economy and Taxa- 
tion has been invested with the portentously solemn character 
ofa complete scientific handbook, while its author has been praised 
alike by friend and foe for rigid logic, careful method, and an 
exactitude of definition, almost mathematical in its nature. To 
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such an extent has this attitude been assumed that till some few 
years ago hardly any critic, however unfriendly, hesitated to give 
his assent to the proposition that Ricardo’s conclusions, his pre- 
mises once granted, were irrefutable. And yet it is hardly pos- 
sible to doubt that the eulogies thus lavishly if carelessly bestowed 
are not those to which Ricardo is best entitled. It is doubtful, 
perhaps, whether he is entitled to some of them at all. So far is 
the work under consideration from being a perfect work that it 
is disfigured by blemishes and defects of very many kinds. 
Not only is it remarkable for infelicity of language, with all its 
fatal consequences of exaggeration and obscurity,’ but the gram- 
mar itself is halting and the accuracy often apparent, fallaciously 
apparent, rather than real. Instances of these defects occur 
throughout the book to such an extent that it is unnecessary to 
do more than make a passing reference to them here. With 
regard to grammatical errors, which, though pardonable in a first 
edition, grow unpardonable in a second or third, no more need 
be said. They are hardly worthy of mention at all, save for the 
purpose of calling attention to the evident laxity which charac- 
terizes much of the treatise. The two other faults need perhaps 
a few further words. Ricardo was well aware, as we gather 
from his laments to Malthus, of his own want of literary facility. 
To his credit be it said, that grave though it is, he was inclined 
to overrate it rather than otherwise. But if it were not all that 
he feared, it was a serious drawback, as anyone can see who 
reads, for instance, such a chapter as that on the Comparative 
Value of Gold, Corn, and Labour (ch, XVIII.). By reason of it he 
glided into a most ambiguous use of such phrases as that of 
“high wages,” “rate of profit;” while through it he fails at 
times to add those saving clauses of explanation or correction 
which are required, to take a typical case, in his account of the 
relations existing between profits and wages. It is true that in 
many instances these explanations are given in some one or other 
place, but the singular want of the power of lucid expression to 
which I have been adverting seems to have forced him to jot 
down what are more like pencil notes for a chapter or paragraph 
than the chapter or paragraph itself. So much for the errors 
attributable to this particular defect; but the inaccuracy which has 


1 Much, however, of the obscurity alleged against Ricardo arises, as De Quincey 
suys, “out of the frequent ellipses or suppression of some of the links in a long chain 
of thought.”—Zemplar’s Dialogues ; Works (Rep. 1886), vol. iv. 182. 
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been noticed in connection with it manifests itself in other direc- 
tions as well. On one occasion, for instance, he gives a wrong 
reference (p. 4), on another he develops a whole host of small 
though not wholly unimportant mistakes in the long calculation in 
the chapter on Profits (p. 115). 

2. But there are further errors than those which we have been 
just occupied in noticing. Ricardo is a singularly unsympathetic 
critic. Though much of what he says with regard to the subjects 
on which he differs from Adam Smith is true, and though there 
is nut ihe smallest reason for thinking that he ever sought repu- 
tation at the expense of his great predecessor, there are many 
instances in which either a more thorough study of the context 
or a more liberal interpretation would have rendered his obser- 
vations unnecessary. 

His want of method, however, is a fault of very different mag- 
nitude from the foregoing. It goes far to render much of what he 
means and wishes to say unintelligible, while even did it not do 
this it would be inconvenient by reason of the continual com- 
parisons and reiterations which it entails on the unfortunate 
student. It is difficult, nay, well-nigh impossible, to trace the 
connection which binds together, or is supposed to bind together, 
the various paragraphs of some chapters, as for instance in the 
case of the two contained in the chapter on Gross and Net 
Revenue. But the lack of method shown in the faulty arrange- 
ment of the paragraphs sinks into nothing by the side of the 
want of system exhibited in the whole book. No doubt there 
was a special reason for this. Ricardo seems to have sent his 
work to press before it was finished, and to have occupied himself 
in preparing additional matter to be yielded to the printer on 
demand. Such a system, or want of system, is bad in anyone’s 
case, but it was absolutely fatal in the case of a writer so pain- 
fully unmethodical as Ricardo. Again, in the second and third 
editions he adds to. his work without any attempt to recast it-as a 
whole. As to the mode of its operation we have abundant 
proof. There is some semblance of order among the first eighteen 
chapters, but from thence onward we are led from one subject to 
another with the pleasing consciousness of everlasting surprise. 
There is seemingly no reason why the additional chapters on 
taxation should be separated from the main groove devoted to 
this subject, but for some reason or other they come trailing 
slowly along in the rear; perhaps, because Ricardo did not awaken 
to their necessity till after the other intervening chapters had been 
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interposed. There is no logical reason, again, why the chapter 
on Machinery should be shovelled in as it is at the very extreme 
end, whereas its proper place would be after the chapter on 
Sudden Changes in the Channels of Trade. Many of the later 
chapters, indeed, are little other than the investigation of parti- 
cular cases of general principles set out in the earlier portion of 
the work. They are subsidiary or even at times explanatory 
of these latter. As such, they might be treated as notes or 
appendices. 

3. The temptation is not small to endeavour to give the whole 
work a more systematic appearance by some such adjustment, 
but as so great a liberty as this would be unpardonable in an 
editor who wishes to display Ricardo’s leading principles rather 
than to conceal his faults, all that can be offered here is a cor- 
rection of the order in which his chapters are arranged.’ 

They should be read as follows :— 


I. On Value. 
XX. Value and Riches, their Distinctive Properties. 
XXVIII. On the comparative value of Gold, Corn, and 
Labour, in Rich and in Poor Countries. 
XXVII. On Currency and Banks. 
IV. On Natural and Market Price. 
XXX. On the Influence of Demand and Supply on Prices. 
If. On Rent. 
Ii. On the Rent of Mines. 
XXIV. Doctrine of Adam Smith concerning the Rent of 
Land. 
XXXUU. Mr. Malthus's Opinions on Rent. 
V. On Wages. 
VI. On Profits. 
XXI. Effects of Accumulation on Profits and Interest. 
VI. On Foreign Trade. 
XXV. On Colonial Trade. 
XIX. On Sudden Changes in the Channels of Trade. 
XXXI. On Machinery. 
VII. On taxes. 
TX. Taxes on Raw Produce. 
X. Taxes of Rent. 
XI. Tithes. 


1 Itis interesting to compare the arrangement of chapters below with that suggested 
by De Quincey’s works (Reprint, 1886), vol. iv., p. 189. 
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XII. Land-Tax. 
XIII. Taxes on Gold. 
XIV. Taxes on Houses. 
XY. Taxes on Profits. 
XVI. Taxes on Wages. 
XVII. Taxes on other Commodities than Raw Produce. 
XVIII. Poor Rates. 
XXIX. Tuaes paid by the Producer. 
XXVI. On Gross and Net Revenue. 
XXII. Bounties on Exportation and Prohibitions of Importa- 
tion. 
XXIII. On Bounties on Production. 


4, The book thus falls naturally into two portions, one con- 
cerned with the mode in which the wages and profits are 
determined, the other with the effects of the various methods of 
taxation. The mode of remuneration and the effects of taxation 
are, as Ricardo explicitly says, the subjects of his work. To 
some extent these two subjects form one whole, for in the inves- 
tigation of the latter Ricardo seeks for guidance from the former 
as to the way in which taxes may be imposed and collected with 
the least possible interference with the well-being of the com- 
munity. That well-being he conceives of as absolutely depen- 
dent for its permanence on the action of the laws regulating the 
distribution of wealth. Their investigation is thus his great aim, 
and, as is but natural, it occupies by far the larger part, nearly 
two-thirds, of the treatise. To their delineation he lends his 
whole powers, he combines the theories of others, he examines 
hypothetical cases of exception, criticises adverse opinions, and 
purposely subordinates to their exposition many subjects which 
might have been made the opportunity for much interesting and 
independent discussion. It is this remarkable tenacity of aim 
which distinguishes his treatise from many which surpass it in 
method and literary excellence. Obscured though it is by the 
defects about which so much has been said, it is the underlying 
characteristic of his work from beginning to end. 

5. What are the laws according to which remuneration is in 
the long run distributed, is the question he sets himself to answer; 
and desultory though many of his disquisitions may seem, they 
are one and all directed to the maintenance and development of 
this his main thesis. What the nature of that was, and how he 
sought to establish it, we shall consider presently, but here it is 
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well to reiterate once more that Ricardo, however desultory in his 
writings, was anything but desultory in his mind. His want of 
system, indeed, prevents us from comprehending the connexion 
existing between one chapter or one section and another, but the 
bond of unity consists in the fact that each argument which he 
develops is a separate attempt to strengthen the principles he 
was laying down with regard to the distribution or division of 
wealth, 

6. In the next place, we cannot but be led astray if we neglect 
the distinction drawn by Ricardo between temporary effects and 
conditions and thuse which are permanent. Two chapters, viz., 
IV. and XXX., are wholly devoted to the consideration of this 
difference and its causes. In these he states as explicitly as can 
be desired that throughout his work he is proceeding on the 
assumption that the laws of which he is treating are those whose 
power and operation would be perceived and universally efficient 
if it were not for temporary and accidental causes (§ 34). These, 
as he says, he puts on one side. Now, it is quite possible that 
he underrated the effect and frequency with which these causes, 
termed temporary and accidental, made themselves felt; but 
surely, after so plain an avowal, it is unjust and childish to 
condemn Ricardo for believing that the laws thus interfered with 
were constant in their action. As a matter of fact this is pre- 
cisely what he was occupied in denying. 

7. With these words of caution we can now proceed to sketch 
the main outlines of his argument. In order that this delineation 
may be closely connected, that the effect and reaction of the 
various influences may be as clear as possible, it will be well to 
reserve for after consideration some of the main points of impor- 
tance on which so much of his whole theory depends. 

He begins, as is well known, by a discussion as to the nature 
of value, and the possibility of a perfect standard of value. 
Commodities tend to exchange for each other according to the 
respective amounts of labour embodied in each. Of course no 
commodity will be exchanged, or exchangeable, for anything 
else, unless it be capable of gratifying some desire or want; but 
granted the possession of utility (§§ 2, 3, pp. 5, 6), the quanti- 
tative ratio or exchange value of commodities, save in the case 
of those which are the subject of monopoly (§ 4, p. 6), is deter- 
mined by their cost of production, or, in other words, the ratio 
in which commodities exchange for one another, is regulated by 
the amount of labour realized in them (§ 6, p. 7), This depends 
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on the action of the principle of competition which directs effort 
into the most profitable channels (§ 33, p. 66). Under the term 
“labour” is comprised, however, labour of different degrees ofskill 
or intensity, and so, in speaking of labour determining value, we 
must not forget that one hour of one kind of labour may be worth 
many hours oceupied in the performance of another kind (§ 13, 
p. 15). Again, labour involved in production may be either 
direct or indirect, the latter being that labour required for the 
prior manufacture of instruments or other capital employed in 
the final act of production (§ 14, pp. 17, 18). But here, in view 
of subsequent discussion, we must notice that it is not possible 
- to compare effectively the result of the labour of the past with 
the labour of the present. ‘‘ The estimation in which different 
qualities of labour are held comes soon to be adjusted in the 
market” (§ 13, p. 15), but this is not the case with regard to that 
labour which has been employed in producing and that engaged 
in co-operating with capital. Capital then cannot be invariably 
treated as so mnch compressed labour (§ 18). For the present 
this difficulty may be put on one side. 

Thus the original statement that commodities exchange in the 
ratio of the respective amounts of labour exerted iu their pro- 
duction needs certain explanations. In the first place, by the 
term “labour” we must understand not only labour of varying 
degrees of skill, but also capital or labour employed in the pro- 
duction of capital as well as labour. This, then, is the sense in 
which Ricardo himself interprets the phrase “‘cost of production” 
(§ 21, p. 39, note). In the second place, it is necessary to note 
that the market rate of exchange may be determined by accidental 
or temporary causes which cause it to differ from the normal 
rate (§ 34); thus the relations of demand and supply determine 
‘the market price of all commodities for a limited time, though the 
exchange of all commodities which are subject to competition, and 
where quantity may be increased in any moderate degree, will 
ultimately depend, not on the state of demand and supply, but 
on the increased or diminished cost of their production ” 
(§ 134). 

Such, in outline, is the relation conceived of by Ricardo as 
existing between value and cost of production. It leads to 
important corollaries. 

8. In Ricardo’s view, the whole economic effort of the country 
presented itself as embodied in the commodities produced. Yet 
as an increase in these commodities need not involve an increase 
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in the effort, or, to use the more ordinary term, the labour pro- 
ducing them, so no augmentation of value is implied. Value, as 
Ricardo saw so clearly, despite the frequent accusations levelled 
against him, was of the nature of aratio; thus an increase in the 
total quantity of commodities does not necessarily involye an 
increase in value. 

9. Ricardo, however, travelled back behind this conception of 
value. Each commodity represents, as has been said, a certain 
amount of force, and thus the total quantity produced represents 
the total force of the country. Should invention facilitate pro- 
duction, none the less would this relation hold, and therefore 
each commodity subject to this invention must cease to represent 
so great an amount of force as had previously been the case. In 
other words, its eal value would he less. ‘There may thus be 
an increase or decrease in the degree to which separate commo- 
dities partake of real value, as also an increase or detrease in 
the total real value possessed by the whole community. The 
mass of commodities may vary though the value remain the same, 
just as the amount of water in a stream may vary without any 
effect being produced on the velocity of its current. So, too, total 
real value may be altered just as the velocities of streams may 
differ, though the size of the channel down which the water flows 
be the same. ‘The illustration is, I am well aware, very imper- 
fect, but it may serve to bring into clearer light the nature of 
Ricardo’s conception of value and real value. There is thus 
every possible difference between riches and value (§ 92). 
Riches, indeed, are not necessarily related to value at all (§ 98), 
forCvalue depends not on abundance but on the difficulty or 
facility of production(§ 92). This much is clear, and I beliere 
that no attentive student of Ricardo will fail to admit the 
tenacity with which he adheres throughout to this conception. 
The connection between exchange value and so-called real value 
is simple. On the degree to which a commodity, as compared 
with other commodities, is possessed of the latter depends its 
position in the ratio of exchange. By the use of a measure such 
as this it is easy in theory to see whether a change in the power 
in exchange possessed by one commodity be due to a change in 
it or a change in those commodities for which it exchanges. 
(§12, p.12). At times, indeed, Ricardo seems about to make a 
creat mistake. He nearly calls cost of production the cause of 
value; he does call it the foundation (§ 63, pp. 7, 14). When 
he speaks of it as regulating exchange value, he is certainly em- 
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ploying a far more accurate expression. Pursuing the distinction 
drawn above between riches and value, we see that that which 
fight serve as a standard of riches would not necessarily be a 
standard of value (§ 93). 

10. Such a standard is hard, practically impossible, to find 
(§§ 21, 53). It certainly is not presented either by corn or by 
labour bought or hired in the market, as Adam Smith appears 
to think (§§ 7-12). Corn is variable like other commodities ; 
and 80, too, is labour, for the amount of labour which can be 
obtained in exchange for a particular commodity does not 
invariably correspond to the amount employed in its production 
(§7). Indeed, if labour be construed in its strict sense as wage- | 
paid effort, i.e., the only kind bought in the market, it is quite 
clear that there will not necessarily be any particular correspon- 
dence between it and the more general labour or effort exerted in 
production. Commodities tend to exchange according to their cost 
of production, but that cost of production includes the exertion 
of capital as well as of labour. The reward of actual labour, 
moreover, is not necessarily in proportion to that which it pro- 
duces. Ricardo unfortunately fails to exhibit in a clear light the 
difference between the effort exerted in production and the labour 
which, according to Adam Smith, is to be rewarded by the receipt 
of the produce. The difference is very important, since, owing 
to the position of the standard of comfort, though the reward of 
labour be low, that of capital may be high. Labour, then. is no 
correct standard; corn, as we have already seen, is not a stan- 
dard; nor are the precious metals of any greater worth as a 
standard (§ 8). 

There is an important difference between Ricardo’s assertion 
that commodities tend to exchange according to their cost of 
production and the attempts made to estimate value by measuring 
commodities in terms of one or other of their number. These 
are all variable from individual and separate causes. Corn may 
be influenced by causes particular to itself, as also may labour, 
but when he speaks of commodities exchanging according to 
their cost of production, he speaks of their varying according to 
the amount they represent of an element common to all of them. 
Thus a change in it affects not one commodity but all. Further- 
more, as it is the main object of this part of his work to consider 
the relation of wages and profits with price or price value, he is 
taking as his measure of value the one thing which changes as 
prices or as ratios change. This will be dealt with briefly. 

11. What is then the object of the preceding discussion? It 
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has been entered into solely as preliminary to a consideration of 
the laws according to which the distribution of value is regulated. 
No sooner is this touched upon than the advantages afforded 
by the previous argument become manifest. Whatever be the 
productiveness of the energies of the people, whether these 
energies issue in much or in little does not matter, for the question 
is one of value ;_what part of the total value goes to one class, 
what part to another.) “It is not by the absolute quantity of 
produce obtained by either class that we can correctly judge of 
the rate of profit, rent, and wages, but by the quantity of labour 
required to obtain that produce” (§ 23, p. 41). The problem 
is one of value. As such Ricardo treats it throughout. He 
does not inquire how the total riches produced are divided, but 
how the total value is divided. From his very assumption of the 
effects of competition, as from common knowledge, it might be 
answered among those whose efforts regulate that value. Ricardo 
himself micht say, those efforts give it that exchangeable value, 
and therefore if we conceive of the value of the country as a total 
value, that total will be distributed among those who have put 
forth the efforts. If labour is treated as quantitative, as Ricardo 
has treated it by the explanations given in the earlier part of his 
treatise (§ § 13-16), all kinds of effort being reckoned in terms 
of a labour unit, the answer is rendered as simple as possible. 
Any inequality in reward would, through the agency of competi- 
tion, attract more labour into particular channels, until -at last 
+ equilibrium would be attained. Rewards, and wages, and profits are 
therefore not the cause of price; a rise in them does not occasion 
a rise in price, a fall does not occasion a fall in price; for other- 
wise, price being here a mere expression for value, they would 
cause a general change in the ratios in which commodities 
exchange for one another. That is obviously impossible ; there 
cannot be a general rise or a general fall in exchangeable value. 
12. But it may be urged that this whole position is invali- 
dated by the payment of rent. Value is a ratio, but what if in 
the case of certain commodities their place in the ratio be deter- 
mined not solely by the amount of effort going to their produc- 
tion, but by the necessity their producers are under of making a 
certain payment termed rent? Will not that invalidate the law 
that commodities exchange according to their cost of production 
—a law which, be it remembered, lies at the root of Ricardo’s 
whole treatment of the question of remuneration of effort? 
(§ 24). In answer to such possible questionings as these Ricardo 
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enters on that portion of his work devoted to rent (§ § 24-33). 
Rent, he argues, is a wholly exceptional payment, and does not 
affect the question of exchange value at all, that value being 
determined by the relative quantities of labour expended under 
the most unfavourable circumstances. The value, indeed, of: 
each separate commodity depends on the amount of effort, or, in 
Ricardian phrase, of labour, involved in its production. Identical 
commodities are not, however, always produced by the same 
amount of labour. At times and under certain circumstances 
more will be required than at others. But commodities which 
are absolutely identical in amount and quality must always ex- 
change exactly for one another. They will therefore exchange 
for similar amounts of any other commodity or commodities. 
This is the law of indifference which Ricardo assumes rather 
than states. But if exchange takes place according to the cost 
of production, it may be asked which cost of production is the 
determinant of the value of commodities such as the above. In 
direct contradiction to the opinion of Adam Smith (§ 111), 
Ricardo states with the utmost lucidity the principle that the 
cost of production is that of the particular production which 
takes place under the most unfavourable circumstances. “The 
exchangeable value of all commodities, whether they be manufac- 
tured, or the produce of the mines or the produce of the land, is 
always regulated, not by the less quantity of labour that will 
suffice for their production under circumstances highly favourable, 
and exclusively enjoyed by those who have peculiar facilities 
of production, but by the greater quantity of labour necessarily 
bestowed by those who have no such facilities; by those who 
continue to produce them under the most unfavourable cir- 
cumstances ; meaning—by the most unfavourable circumstances, 
the most unfavourable under which the quantity of produce 
required renders it necessary to carry on the production.” 
(§ 27, p. 50). The total rental of the country is then the total sur- 
plus amount of produce obtained by labour exerted under more 
favourable conditions over and above that produced by the 
labour exerted under the most unfavourable circumstances. As 
this is so, and as the real value embodied in each commodity 
depends upon the amount of the labour (effort) necessary to its 
production, an increase of rent will be coincident with an increase 
of total real value, both being determined by the circumstances 
under which production takes place in the country (§119). In 
amount indeed the two are the same, the increase of value 
c 
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forming, so to speak, the rent. Thus it is that rent is a payment 
which stands wholly outside value, the same circumstances which 
render the payment of rent inevitable, bringing about a corre- 
sponding increase in value. The real value of the remainder, 
that is, of the amount to be divided in remuneration of the efforts 
exerted in production, is the same as that of the previous amount 
apportioned in the same payment (§ 42). This then is the impor- 
tance of the new treatment of rent in the Ricardian theory of dis- 
tribution. Into the question of the originality of his exposition 
of the principles of rent we need not enter at present. 

13. Here, then, we are brought face to face with the -great 
problem to be solved in the first part of the treatise which 
we are criticising. The results of the previous investigations 
may be stated briefly. The whole efforts of the community 
embody themselves in commodities, each commodity attaining a 
certain position in the ratio of exchange corresponding to the 
amount of effort employed in its production. ‘The total value 
thus created by effort must be distributed, or rather by assump- 
tion is distributed, among the various producers, since it is this 
distribution that regulates the exchange according to the costs 
of production. The payment of rent makes no alteration in the 
value thus distributed, since the circumstances occasioning rent 
occasion likewise a coincident increase in value. With the total 
amount of commodity, or riches, thus to be distributed we are 
not concerned. That varies according to the condition of pro- 
Cuctivity in which the country is. (he point at issue-is the 
determination of the division of valte; that ascertained, and 
the condition of productivity being known, it will be easy to 
determine the comfort enjoyed by the various classes 

The first position assumed by Ricardo is as follows. ‘Fhe 
total value thus remaining is divided among the forces engaged 
in production. These various forces, reckoned as so many labour 
units, share according to their quantity. Now from this we see 
clearly that, so far from a rise in remuneration causing a rise in 
price, or vice versa, there is no such connection whatever between 
the two. To speak of such a connection is simply unmeaning— 
unmeaning because to Ricardo the phrase “general rise in remu- 
neration” has no meaning in itself. In the language of everyday 
life, a general rise in remuneration means that each effort of eacl 
productive agent is rewarded by a larger amount of comfort 
necessaries; or luxuries ; but this is an increase in riches, not it 
value. Granted that the total value remains the same, grantec 
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that from this total value no portion be arbitrarily abstracted, 
the rate of remuneration, as estimated in terms of value, is 
unalterably fixed. Effort receives the same value, whatever 
amount of commodities may be its reward. ‘The proof is clear, 
beyond all need of comment; there is no reason to doubt the 
cogency of the argument thus formulated in the mind though 
unfortunately only implicitly and obscurely, though none the less 
necessarily developed in the pages of the great theorist. An 
alteration in the general productiveness of effort cannot and does 
not cause an alteration in the rate of remuneration as measured 
in value. In consequence, it cannot and does not occasion an 
alteration in the ratios in which commodities exchange. Thus 
it is that Ricardo seeks to establish the principle that the ex- 
changeable value of commodities does not depend upon the amount 
of reward which is received by those who produce them. Looked 
at in another way, the position is equally clear. As these com- 
modities exchange in a particular ratio—they themselves forming 
the reward of those who produce them—no alteration in their 
‘amount occasioned by some change in the productive power of 
effort can cause a change in the ratio according to which they 
exchange. A general rise in the rate of remuneration cannot 
then occur; but it may be suggested that there may be an 
alteration in the amount of value apportioned to particular units. 
Tt must, however, be remembered that for the present we are 
assuming that all labour, including the effort of capital, can be 
estimated in terms of simple labour units; it must further be 
remembered that Ricardo is speaking of perm 

temporary conditions (§ 34). The suggestion, therefore, so far 
as it concerns the subject under present discussion, need not 
occupy our attention. 

14, All this time we have been speaking of exchange value and 
not of price. Now we must substitute the latter term for the 
former, following the definition of price, given by Ricardo, as 
value estimated in terms of the precious metals (§§ 22, 23, etc.). 
Gold and silver are, of course, variable like all other commodi- 
ties, but to prevent difficulty they are assumed to be invariable 
(§ 21, p. 38), and therefore money price represents the respec- 
tive real value of the various commodities. All, then, that has 
been said about value may be extended to price. It may, how- 
ever, be noticed that any alterations which take place in the 
exchange value of gold and silver, inasmuch as they will alter 
the money denominations of all other commodities in the same 
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degree cannot, at least in the assumed frictionless conditions, 
affect the laws previously laid down. As Ricardo says, the only 
effect produced will be upon price—that is, upon the estimate of 
all commodities in terms of one. The change is in the one, not 
in the many. 

15. Returning again to the consideration of reward and value, 
we see that if at any time a greater share in the value be given 
to any of the labour units, it will be subtracted from the value 
apportioned to others. This in itself would seem of little 
importance, since the action of competition would rapidly tend 
to bring about a fresh equilibrium, were it not for the important 
fact, to which we must now revert, that, despite all assumption, all 
effort cannot be expressed in terms of simple labour units. Pro- 
bably some such proportionate adjustment does tend to take 
place between labour possessing as it does various degrees of skill ; 
but when labour has once been embodied in capital, free mobility 
such as that assumed at the very beginning of this analysis, will 
be impossible as between the respective possessors of labour and 
capital. Capital is one thing, labour another. 

% But how, it may be aske1, will value be divided between these 
two great agents? Ricardo answers that the share of the one 
will depend upon the share of the other. ‘‘ Profits,” he writes, 
“ it cannot be too often repeated, depend on wages not on nomi- 
nal but on real wages; not on the number of pounds that may be 
annually paid to the labourer but on the number of days’ work, ne- 
cessary to obtain those pounds” (§ 52, p. 124, and cf. § 45). Just 
notice that he never asserts or imagines that wages and profits 
cannot increase together so far as the amounts of commodities 
which measure them are concerned.’ ‘This is an entire and most 
gratuitous misinterpretation of his words. What he denies is 
that one can obtain a larger share of the total value without the 
other experiencing a diminution in its share. Ifa certain number 
of days’ labour have been expended in producing the commodi- 
ties in a community and if profits come to comprise commodities 
which are the results of an increased number of these days’ work, 
then wages must be content with the results achieved in a smaller 
number of these days. ‘ If the corn is to be divided between the 
farmer and the labourer, the larger the proportion that is given 
to the latter, the less will remain for the former” (§ 18, p. 28). 


1 “ No law can be laid down respecting quantity, but a tolerably correct one car 
be laid down respecting proportions,”—Letters, p. 175. 
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Such, then, is the conclusion at which Ricardo arrives in what 
may be called his first treatment. The.quantitative reward of 
effort does not affect the ratio according to which commodities 
are exchanged or the price. Again, the rate of profit depends 
essentially upon the rate of wages. With reference, however, to 
the former proposition, one explanation must be made. Com- 
modities exchange according to their costs of production, that is, 
according to the amounts of capital-with-labour employed in 
their production. But there is no competition—that is, effective 
competition—between the owners of capital and the owners of 
labour. If, for instance, the material inducement to labour be 
increased, if every effort be offered a larger amount of satisfac- 
tion, capital will not be able to turn itself to perform the functions 
of labour until equilibrium be restored, though if one kind of 
labour be disproportionately highly paid to another;those engaged 
in the latter will transfer their energies to the former. That 
this species of competition does not obtain, then, between labour 
and capital, makes it necessary to introduce an important pro- 
viso in the treatment of exchange values. The foundation, as 
Ricardo somewhat laxly calls it, of value is that commodities 
exchange according to their respective costs of production, and 
certainly the foundation of this is that until such be the case, 
effort will flow into those employments where the reward is 
higher. But now we come to this fact, that this possibility of 
free competition does not exist between capital and labour. 
Such, at least, is the conclusion towards which Ricardo’s lan- 
guage points (§§ 17, 18). This much, at any rate, he takes for 
granted, that an alteration in the actual wages of labour will not 
cause an immediate transfer of energy from capital-form to labour- 
form. Consequently it is necessary to introduce “ an important 
modification of the rule that commodities never vary in value, 
unless a greater or less quantity of labour be bestowed on their pro- 
duction, it being shown in this secticn that without any variation 
in the quantity of labour, the rise of its value merely will occasion 
a fall in the exchangeable value of those goods, in the production 
of which fixed capital is employed; the larger the amount of 
fixed capital, the greater will be the fall” (§ 18, p.81). It is 
needless, however, to add that the total sum of the real value in 
the country will not be affected, since what one commodity gains 
in real value another will lose. This explanation, however, intro- 
dices a very important question with reeard to the relative 
meanings of real and exchange value, since it shows that the 
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extent to which a commodity embodies value in exchange may 
alter, even though the commodity itself be produced by an un- 
varying quantity of labour and capital, through changes occurring 
in the respective extents to which labour and capital share the 
total value. Into adiscussion of this point Ricardo unfortunately 
does not enter. 

Two principles have been established by the foregoing argu- 
ments. The rate of remuneration, whether measured in value or 
in riches, is not the cause of alterations im price; if in riches, 
still less indeed than if in value. Again, the two great agents in 
production, labour and capital, so divide total value between 
them that an increase in the value obtained by the one implies 
a diminution in the share of value falling to the other. 

16. In the second place, Ricardo applies himself to a more 
detailed investigation of the laws regulating this latter division 
of value. He desires, in fact, to go behind his earlier position. 
Passing from temporary modes of regulation, he seeks the great 
tendencies which ultimately control the division of the value of 
the country among these two chief agents of production. The 
first phenomenon receiving investigation is that of wages. In 
this connection the law of population is introduced. To sum- 
marize its action, we may say that it asserts that there exists a 
tendency for population to increase with an increase in wages 
(§ § 35, 36)—an increase of wages in this instance meaning not 
an increase in the proportion of value awarded in remuneration 
of labour, but an increase in the quantity of food, necessaries, 
and conveniences received by the labourers. Under certain cir- 
cumstances, however, such an increase may take place without 
causing or attracting a corresponding augmentation in the num- 
ber of the population. ‘“ The natural price of labour,” it is said, 
“is that price which is necessary to enable the labourers one 
with another to subsist and perpetuate their race without either 
increase or diminution” (§ 35), but further on we hear that ‘itis 
not to be understood that the natural price of labour, estimated 
even in food and necessaries, is absolutely fixed and constant. 
It varies at different times in the same country, and very mate- 
rially differs in different countries.”’ (§ 87), Unless labour 
obtain then the necessary quantity of commodity denoted by the 


1 The importance of this variability in the Standard of Comfort is very great. 
Ricardo’s insistence upon it has been very often overlooked. For recognition se¢ 
Professor Cohn’s ‘‘ Studien.” 
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standard, it will not only be unable to increase, but even tend to 
decrease. If, on the other hand, it obtain a greater quantity, it 
will increase in number until each member is in receipt of the 
necessary quantity, when all further increase will be stayed. 
(§ 38). At any moment of stable equilibrium, the total real 
value of the country, reckoned on the supposition that all the 
effort of the country be employed under the most unfavourable 
circumstances, deduction in all other cases being made in the 
form of rent, will be divided between the labour force and the 
capital force of the community in such a way that labour may 
receive enough to maintain it. The remaining share of the total 
value will appertain to the owners of capital as profit. This 
latter share may vary then in its proportion to the whole value, 
in accordance with quantitative variations in the share of labour, 
for it may occur that the quantity of commodities comprising the 
standard of comfort may represent at one time one, at another 
time another, proportion of the total value to be divided. Of 
course it may happen, and sometimes no doubt does happen, that 
changes in the quantity required correspond exactly to changes 
in the conditions of productiveness obtaining in the country, in 
which case the same value will be the share of labour at one 
time as at another. But this correspondence is by no means 
necessary. The rate of profit, as measured in value, may change ; 
but not only may this rate change, but the rate of profits as mea- 
sured in commodities may also change; or, in other words, the 
percentage which these latter bear to the commodities composing 
the whole may alter. This leads to another consideration. Such 
changes may affect the very existence of such capital, for as all 
capital in the long run undergoes rise and requires replace- 
ment, it is conceivable that a sudden fall in the inducement tc 
saving might result in a diminution of the amount of capita! 
existing in the country. This needs examination, but unfortu- 
nately it does not receive it at the hands of Ricardo, who con- 
tents himself with somewhat general assertions as to the effect of 
a lull in interest. In speaking of the farmer and manufacturer, 
he says, “their motive for accumulation will diminish with every 
diminution of profit” (§ 44, and cf. § 45, note). 

Of course the mere fact that capital is subject to such replace- 
ments enables us to assert that in the long run there is a tendency 
to some equality of reward between indirect labour (t.e., labour 
embodied in capital) and direct labour. Thus in a somewhat 
abstract and general way we may renew our previous statement 
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that commodities exchange in the ratio of their cost of produc- 
tion. 

17. There are, however, certain cases in which the first asser- 
tion as to the determination of exchange value had been deemed 
untenable. These cases are those of the foreign and’ colonial 
trade, and to their examination Ricardo turns in Chapters VII. 
and XXV. These chapters are to be read in continuation of 
the discussion to which the first part of The Principles is 
devoted. Nor are they the least valuable of his work. With 
singular lucidity Ricardo proceeds to lay down the laws accord- 
ing to which exchange is regulated in the case of foreign trade. 
In this case, as he shows (§ 47), exchange, though no longer 
regulated by cost of production, proceeds according to the laws 
of comparative cost. There is no alteration in consequence in 
the total value, and the changes which may occur in the condi- 
tions of productiveness cannot affect the ratios in which commo- 
dities exchange (§ 80, p. 211, note). His contention is the same 
with reference to the colonial trade (§117). Here, again, we 
see that alterations in the commodity rate of remuneration 
cannot‘and do not affect the ratio in which commodities exchange. 

18. Such, as I conceive it, is in outline Ricardo’s treatment of 
the subject which he proposed to himself. He set out to inves- 
tigate the relations existing between price and the rate of remu- 
neration. Diffusive though his method is, obscure though his 
language, inaccurate though his terminology, yet throughout the 
pages devoted to the question we can trace the leading ideas 
which were formulated in his mind. It is a matter for regret 
that he was unable to express himself with the same clearness 
that marks his thought. It is an additional matter for regret 
that his lack of system should have prevailed to such an extent 
as to allow him to be drawn aside with complete irregularity into 
the discussion of subsidiary points. These digressions, valuable in 
themselves, are misplaced. They interrupt the development of 
the main argument, while affording illustrations of particular 
cases which it affects. But though we may deplore these defects, 
it is surely unjust to allow them prominence to the exclusion of his 
greater merits and excellencies. And yet this is what is often 
done. ‘There are some who deny the utility of what they term 
Ricardian Economies. If their denial means anything, it means 
that they hold as valueless the exposition of the relations existing 
between price and rates of remuneration ; for if they think them 
of worth they are themselves deeply though unconsciously 
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indebted to Ricardo. There are others who urge as their com- 
plaint his oft-asserted want of originality. They regard him as 
a sort of collector of curios discovered by other people, who gains 
a reputation from the number of his appropriations. I cannot 
but think that such a position is wholly untenable. As Ricardo 
himself remarks over and over again, many of his doctrines have 
been stated and proved by others. He lays no claim to the dis- 
covery of the theory of Rent. That was set out at length by 
Malthus, and perhaps still more clearly by Sir Edward West. It 
was set out as fully by Anderson, though of this each of the 
trio seem unaware. But it was Ricardo who, in addition to 
explaining many of its difficulties, showed the importance of 
bringing it into connection with a general theory of remunera- 
tion. The groundwork of his theory of value, again, is to be 
found in the pages of Adam Smith and of earlier writers, but 
there it is so overlaid with error that it remained barren till 
Ricardo came forward to rescue it from its unfortunate sur- 
roundings. No doubt he is frequently inclined to speak of labour 
as the foundation of exchange value, a laxity of expression 
extremely objectionable, but renewed study of his works only 
serves to convince me the more that such. was not the meaning 
which he attached to it in his own mind, All he wanted to assert 
was the existence of a steady relationship between the amount of 
effort exerted in the production of commodities and their 
exchange value, that, in other words, they vary together. This 
is sufficient for the purpose of this inquiry. The doctrine of 
the tendency of population to multiply up to its standard he 
adopted, as he tells us, from Malthus, who in turn was indebted 
for it to the Physiocrats.' But when all is said, what does it 
amount to? Ricardo did not state for the first time all the doc 
trines which we find in his pages. That is true. No one need 
think he did. Least of all did he think so himself. But then 
he was the first to bring them together as he did, and to show 
the important bearing which they had on the subject he was dis- 
cussing. That subject, let it be remembered, was one of his own 
proposing. He took a new subject, and he made a most impor- 
tant advance towards its ultimate solution; for in his general 
treatment of remuneration we find the germ of a true and far- 
reaching theory. 

19. But now we must turn to the second portion of The 


1 Physiocratic Maxim 19. 
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Principles. That portion is denoted, indeed, in the full title, for 
its subject is Taxation. But just as in his discussion of the 
economic principles of remuneration he was confining himself to 
one particular portion of his subject, so here, too, in this new 
instance he turns to the consideration of the incidence of certain 
taxes and their results on Distribution. In this way it connects 
itself with those chapters which have already been dealt with. 
His demonstration opens with two primary propositions. In the 
first place, the fund for taxation is provided by the net and not 
by the gross revenue (§ 118), for it is the magnitude of the 
former that measures the surplus of taxable commodity existing 
over and above that amount of commodity which is absolutely 
necessary for maintenance. To employ his own illustration : it 
is out of profits and rent only that taxes can be paid, since wages, 
speaking generally, admit of no reduction. Wages, indeed, re- 
present that amount of commodity which habit and appetite 
render absolutely requisite for the preservation in being of the 
classes dependent on them. As we have seen, this amount, 
however, may and does change (§ 37), but wherever it be fixed 
by custom or by any force whatever, there it must remain; though 
it must be pointed out that Ricardo was willing to allow of con- 
siderable qualifications. When defending this theory which he 
held in common with Adam Smith, against the censure passed 
upon the latter by Buchanan, he argues, not that wages could not 
bear a reduction, but that the funds raised being of necessity 
devoted to the employment of labour in some degree by the 
state, there would be a new competition for labour and conse- 
quently a rise in its wages ($78). If such funds were exported 
wages might not rise, while, as loss would probably oceur through 
a more wasteful employment, “though wages would rise, they 
would not rise by a sum precisely equal to the tax.” If this 
view had been adopted consistently by our author, it would no 
doubt have resulted in a considerable alteration of his whole 
theory of the relations of profits and wages through the position 
of a Standard of Comfort—an alteration of fundamental impor- 
tance. ‘The second proposition is that Taxation should be so 
imposed as to fall on Revenue and not on Capital. The former 
proposition notwithstanding, it might of course fall on Capital, 
occasioning such a reduction in that body of wealth as to lead 
ultimately to a disastrous and retrograde condition in the country. 
As it is the abject of a good financier to raise money with as 
little risk as possible, methods of taxation imperilling the well- 
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being of the state ought to be carefully avoided. But there are 
certain taxes which distinctly deserve censure since they are 
naturally paid out of Capital. These are the Death Duties and 
the Stamp Duties (§ 55). They partake of the same character. 
They are taxes on the transfer of property, and as such are 
paid by the purchaser and deducted in effect from the pro- 
perty purchased. But now we can turn to a detailed investiga- 
tion of the incidence of the various Taxes. Taxes may fall on 
Rent, on Prices, and on Profits. In this latter case we must 
observe that though they occasion a rise to all consumers, there 
is one class of consumers—the wage-dependent class—who will 
require and obtain indemnification for the increased prices of 
their commodities. 

20. (1) On Rent will fall those taxes which are levied on true 
economic rent. As a rule, however, the taxes on rent are in part 
taxes on profits, since they are levied not on the returns yielded 
by the natural powers of the soil only, but also on the advantages 
derived from the capital invested in the soil (§ 63). So far as 
they are levied on true rent, they will fall on the landowner, 
who will be absolutely unable to shift them off on to anyone 
else, since they are specifically levied not on the produce of the 
land but on the surplus produce of those lands which are in more 
favourable conditions for cultivation than the land which will pay 
the expenses of cultivation, but do so without any surplus being 
left. Now if it be granted that land will be cultivated under 
conditions such as these, it is evident that it will be cultivated, 
small though the profit it yields may be. Some such profit there 
will be, however great the tax on rent, since it will be of the 
nature of a percentage on the whole. 

21. (2) On Price. In continuation of the foregoing discussion 
it is necessary to consider the incidence of the kindred taxes 
on land. These are of three kinds, the ordinary Land Tax 
(§§ 66-68), Tithes (§§ 64-65), and Poor Rates (§§ 87-88). The 
position common to all of these of a charge on property makes 
it more necessary but not less difficult to trace the ultimate inci- 
dence of each. They must be treated of separately. 

With regard to the first mentioned, the Land Tax, such a tax 
may be levied in different ways. If it be ‘‘ levied in proportion 
to the rent of land,” “varying with every variation of rent,” it is 
in effect a “ tax on rent,” and as such “* will fall wholly on the 
landlords” (§ 66, p. 161). If, on the other hand, it be a charge 
levied according to the acreage of the land, withcut reference to 


xliv INTRODUCTORY ESSAY. 


differences existing in fertility, it will inevitably cause a rise in 
the price of produce and fall on the consumer. But it will, how- 
ever, do something else as well. Not only does it not injure any 
of the landlords, but it will positively benefit those whose land is 
of the more fertile order, since the price at which they can sell 
their produce will be determined by the necessities of those own- 
ing or cultivating the less fertile lands, and thus with the same 
corn rent they will have a higher money rent. In other words, 
a greater distance will be established between the various soils 
(§ 67). So far Ricardo. Before condemning the tax as he does, 
he should have carried his analysis somewhat further; he should 
have considered whether there would not be some alteration in 
the circumstances of cultivation. Undoubtedly there will, since 
with corn at its new price it will be profitable to make an outlay 
of more capital on the more fertile lands. This fresh outlay will 
lead to the withdrawal of capital from the least fertile lands, and 
in consequence the consumer will ultimately be taxed “ to meet 
the exigencies of the state” only, and not, as Ricardo supposed. 
“also to raise the rent of the landlord” (pp. 162, 163). So fax 
as the immediate result of the tax was concerned, Ricardo was 
quite right, but the final result would be an alteration in the 
distribution of capital, and a consequent rise in the margin 0 
cultivation, accompanied or rather preceded by a fall in price— 
not a fall in the price as existing before the imposition of the tax 
but a fall in the new price immediately occasioned by that tax. 

The effect of the Tithes is quite different from that of a Lanc 
Tax. Their incidence is upon the consumer, the result of thei 
imposition being a rise in Price. “They differ from a tax o1 
rent, inasmuch as they affect land which such a tax would no 
reach; and raise the price of raw produce which that tax woul 
not alter” (§ 64). So far as the landowner is affected at all, 1 
is to his detriment, since the Tithes, being levied on home pro 
duce only, act as a differential duty in favour of the foreign 
importer. In fact, as is pointed out, they are a bounty o1 
foreign corn. It is possible that in practice and through th 
effects of the Tithe Commutation Act of 1836, the incidence o 
the Tithes has tended to fall more on the owner of land and les 
on the consumer through price, but this readjustment, howeve 
desirable and consonant to early intention, can only be full: 
achieved by taxing the rent in place of the produce. 

In the case of the Poor Rates, there is an additional diffienlt 
in determining the incidence, owing to the mode of assessment 
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Tf levied, as Ricardo assumes they are in theory levied, in due 
proportion to the rent, they will fall on the landlord. But, as 
a matter of fact, they are levied on the annual value of the par- 
ticular property in question—that is, on the annual value of 
landed or house property. This alters the matter, since in that 
case they fall on the profits of those engaged in production, since 
even those who in consequence of their more unpropitious sur- 
roundings pay no rent, are not thereby exempted from the burden 
of Rates. These they have to pay, and in consequence they must 
either submit to loss or recoup themselves for these additional 
expenses by a charge on some one else. In other words, the 
Rates will be paid either out of profits by those engaged in pro- 
duction or by the consumers through a rise in price. Such a 
rise in price will certainly take place if the Rates are so levied 
as to be a greater burden on some producers than on others, 
Such in effect they are, since they press more heavily on the 
agricultural than on the manufacturing classes (§ 88). The 
former have to pay on the annual value of the land, “ whether 
that annual value be given to it by the capital of the landlord or 
of the tenant,’ while the manufacturers are only taxed on the 
value of the buildings they occupy. Their machinery and plant 
escape taxation. 

22. (3) On Profits. One question we have so far left uncon- 
sidered. That relates to the nature of taxes on profits. It is 
one of peculiar interest, since it is closely connected with the 
theory expounded by Ricardo as to the irreducible nature of the 
Standard of Comfort. The importance of this theory to Ricardo’s 
treatment of taxation will be seen as we proceed. ‘The taxes 
which now come under review are of three kinds. Taxes on com- 
modities, taxes on wages, and taxes levied on profits. The first 
may be separated into two divisions, taxes on luxuries and taxes 
on necessaries, the latter being dealt with in Chapters LX. and 
XVII. The immediate result of both kinds of taxes will be a 
rise in price. Unless such take place capital and labour will be 
deterred from continuing in the production of the commodities 
taxed. But the ultimate effects of a rise in price are different in 
the case of a necessary commodity to those experienced in that 
of a commodity of luxury. In this latter instance the additional 
price and consequently the tax will be paid by the consumers ; 
in the former case those consumers, whose wants regulate the 
standard of comfort, which their wages do not exceed. will be 
able to throw their part of the burden upon those who pay them 
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these wages, This transference will likewise take place in the 
case of a tax on wages, though such a tax is simpler in its effect 
than a tax on necessary commodities, “A tax on wages is 
wholly a tax on profits, a tax on necessaries is partly a tax on 
profits and partly a tax on the rich consumer, The ultimate 
effects which will result from such taxes then, are precisely the 
same as those which result from a direct tax on profits” (§ 76). 
The preceding argument naturally follows from that which 
relates to the division of the produce of labour and capital 
between wages and profits. ‘ This principle of the division of 
the produce of labour and capital between wages and profits, 
which I have attempted to establish, appears to me so certain 
that, excepting in the immediate effects, I should think it of 
little importance whether the profits of stock or the wages of 
labour were taxed” (§ 79). A similar reliance on his preceding 
investigations is evinced when he comes (§ 78) to consider the 
possibility of a general tax upon profits affecting price, Affect 
price, when such simply represents the ratio. of exchange, it 
cannot, he concludes, but if the profits of mining be exempt 
from the tax, and if the mines supplying us with the material of 
money be in the country, such an effect might be produced. 
Tnasmuch, however, as this is not the case, a general tax on 
profits will not cause any alteration in prices. : 

There are two further instances of taxation which have a 
common importance. They relate to the effect of taxation when 
levied on commodities, which cannot be easily reduced in quan- 
tity. Here Ricardo expresses himself most explicitly on the 
relation that Supply and Demand hold to price. As neither the 
stock of gold nor the number of houses in a country are capable 
of sudden diminution, a tax laid oneither gold or houses must be 
paid by the holders or owners, since the supply being unaltered, 
and the demand, by assumption, the same, there cannot occur a 
rise in price such as happens in the case of commodities, which 
through constant destruction and displacement admit of rapid 
increase and decrease (§§ 69, 72). 

28. Ricardo’s treatment of taxation may be regarded from two 
points of view. In the first place, it is valuable as an illustration of 
the importance to be attached to the doctrines previously laid down 
with reference to the relations existing between price and remu- 
neration. In the second place, it offers an able and practical 
criticism of the theories of taxation existing at the time. In 
particular he devotes himself to an exposition of the errors con- 
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tained in the Fifth Book of “ The Wealth of Nations,” and derived 
from the teaching of the Physiocrats with regard to the produit net. 
The value of such an exposition will not be underrated by those. 
who, like Ricardo, deem it of the first importance in the assess- 
ment of taxes to know on what class the burden will ultimately 
fall. Instead of regarding the incidence of taxation as invariably 
on the land, he points out, as said above, that taxes may be paid 
from three funds—from rent, from the pockets of the consumers 
above the standard of comfort, and from profits. If indeed we 
take his theory of wages in its most rigid form, we might say that 
taxes will be paid out of rent or profits, wages be regarded as 
duly graduated upward from the standard of comfort. ‘No 
doubt, and this I think Ricardo would willingly have admitted, 
wages are often capable of diminution, but this, he would have 
urged, is only because they have not as yet fallen to their per- 
manent level. On this point the arguments of Buchanan are of 
importance. Ricardo, however, contests the assertions of the 
latter, because he has in view permanent and not temporary con- 
ditions. 

24. So much then with regard to the general outline of his 
work. There are, however, three subjects which require further 
investigation. They relate to Value, Rent, and Foreign Trade. 
In each of these instances we must attempt to discover the 
importance of the opinions maintained by Ricardo, and the dif- 
ference existing between the positions he held and those oceupied 
by his predecessors. 

First, then, with regard to Value. It would be an old story 
to recapitulate the curious way in which the developments of 
Socialistic theory, and the inaccuracies of certain economists, 
have resulted .in producing a definite conviction that Ricardo 
regarded labour as the actual foundation of value. As has been 
said before, he himself was much to blame for his laxity of lan- 
guage. That isso. His language is lax. But what we have 
to do is to endeavour to arrive at that mental position which 
should have been expressed by his language; which has indeed 
been expressed. but only with a great lack of lucidity. There is 
no doubt, however, that Ricardo was well aware that the market 
value of commodities is dependent on the relations existing be- 
tween Supply and Demand. The clearest exposition of his 
opinion on this subject is contained in the opening paragraph of 
his chapter on the effects of a tax on gold (§ 69). There he 
points out that alterations in price, when the cost of production 
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has been increased by taxation, will depend on the possible 
diminution of the commodities thus taxed. If the quantity does 
not diminish, and if the demand does not increase, the price in 
exchange value must remain unaltered. As, however, most 
commodities are the subject of reproduction, such alterations in 
quantity can occur. This being so, he brings before our notice 
the fact that they will occur, by reason of that spirit of competi- 
tion which would otherwise alter the amount of capital and 
labour engaged in any employment in which the rate of remune- 
ration was above the average. Thus the actual ratio in which 
commodities exchange is determined. But, it may be said, does 
not Ricardo himself falsify this by stating that the market ratio 
or value will tend to conform to the real ratio or value which is 
dependent upon the amount of labour given to the production in 
question? No doubt he does state that this tendency to con- 
formity exists; for, as he says, any unusual increase of profits will 
attract new capital, etc., while any such decrease will tend to 
drive away such capital, etc. But then it must be noticed that 
he does not state that the value of commodities rests on the 
amount of capital and labour embodied by reason of any force 
but that of competition. He did not think that labour, as labour 
—i.e., as so much corporeal or mental exertion, whether imme- 
+ diate or deferred—was the foundation of value. In a letter to 
J. B. Say, he writes: “The utility of commodities is undoubtedly 
the foundation of their value, but the degree of their utility will 
not be the measure of their value.” All depends, then, on the 
meaning which he attaches to the term “ utility.” That, fortu- 
nately, is not difficult of discovery. The correspondence which 
passed between him and Say makes it evident beyond all possi- 
bility of doubt that by “utility ” he means the capacity of a com- 
modity—not of a particular portion of that commodity—to satisfy 
pressing human needs. ‘The more pressing these needs, the 
ereater the utility of the commodity. Thus he deems gold “ of 
little use compared with air or water” (§ 1). In consequence of 
this view, it is vain to look in Ricardo for a recognition or fore- 
shadowing of the doctrine of Final Utilities. Of course, * Final 
Utility ” is an expression wanting in his pages. It would bear 
no meaning there, while he attaches the meaning he does to 
“Utility.” But there does appear the doctrine correlative to this, 
, that is, the doctrine of Final Cost; for he argues, in opposition to 
Y Adam Smith, that the cost which determines price is not the cost 
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at whichsthat part of a commodity is produced which is produced 
under the most favourable circumstances, but the cost at which 
that part is produced which is produced under the most un- 
favourable circumstances. That is the index of value to him. 
These positions are made particularly clear in the course of the 
correspondence with Say; for the latter is urging, though not 
always in the most fortunate terms, the theory that commodities 
exchange according to their utilities. This is the line of argu- 
ment which the modern mathematical and abstract school pursues, 
but if pursued alone and without modification, it leads to conclu- 
sions just as faulty as those attributed to Ricardo. He attaches too 
sole an importance in the determination of Value to Supply, they to 
Demand. He deems the market governed by sellers, they by buyers. 
Tn reality they seem to be looking at different aspects of value. 
Hither final utility or final cost may measure value or serve as 
an index of value, but neither can be termed the cause of value. 
It is the interaction of the two that determinesvalue. This Ricardo 
saw, for he states at times the importance of the part borne by 
demand. Thus he points out that the consequence of an increase 
in the supply of corn, unaccompanied by any augmentation in the 
demand, would lead of necessity to a fall in price (§ 142). Again, 
though he does not state with so much emphasis the connection 
which exists between the quantity demanded and the cost of 
production, the part which this plays in the determination of rent 
renders it clear beyond doubt that it formed part of his intel- 
_lectual conception of value. 

In the theory thus presented by Ricardo there is much to 
admire. It brings out in clear relief the fact that value is, as 4 
Jevons said, a matter of ratios. This, of course, is precisely 
what Ricardo aimed at proving, since by it alone could he 
effectually dissipate, as he desired, the notion that the value of 
commodities was determined by the value of the labour exerted 
in their production. The modern conception of eoon re 

‘utility does not seem to have come before him. He assents, 
indeed, to Say’s assertion that articles tend to exchange accord- 
ing to their social utilities, because, as both of them agreed, these 
utilities were the result of the expenditure of labour,’ but further 
than this I do not think he can be said to go. He was held 
back from the modern conception by the meaning he attaches to 
utility. As he writes to Malthus, the argument “that a com- 
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modity is valuable in proportion to utility,” “ would be true if 
buyers only regulated the value of commodities ; then indeed we 
might expect that all men would be willing to give a price for 
things in proportion to the estimation in which they held them; but 
the fact appears to me to be that the buyers have the least in the 
world to do in regulating price; it is all done by the competition 
of the sellers, and however the buyers might be willing to give 
more for iron than for gold, they could not, because the supply 
would be regulated by the cost of production, and therefore 
gold would inevitably be in the proportion which it now is to 
iron, although it probably is by all mankind considered the less 
useful metal.” * 

25. In the second place, we come to the examination of the 
theory of Rent as presented by Ricardo. In this connection 
there are three subjects to consider :— 

C1.) The historical origin of Rent. 

(2.) Coincidence of the theory with practice. 

(3.) Its theoretic importance. 

Now with regard to the first of these headings, it is sufficient 
to say that there is little reason for believing that Ricardo, in 
writing as he did of the origin of Rent, thought he wa’ doing 
more than giving an account of its possible origin in a country 
under the influence of competition, and certainly no further claim 
can be made for him except on the assumption that, in speaking 
of Rent, he is speaking rather of the inherent result of natural 
inequalities than ot actual payments made to the owner of the 
soil. Ifhis language be construed in the former sense, it is not 
contradicted by the historical fact. It is only unrepresented by 
it. The law of diminishing returns, with the other laws comple- 
mentary to it, may have brought about an extension of cultiva- 
tion, but neither they nor it can be said to have determined the 
payments made to the feudal lord or tribal superior by his 
tenants or inferiors. This much may be said with certainty, 
Ricardo’s account has nothing to do with the history of the pay- 
ment of Rent. 

The second matter, though demanding a much more detailed 
investigation, may be dismissed here in a few words, since the 
degree of identity between the theory of rent and the existing 
circumstances of landed property at the time was not the subject 
to which Ricardo addressed himself. Question of interest though 
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it is, he dismisses it from the sphere of his treatise when he 
announces his intention of neglecting temporary conditions in 
order that he may more fully devote his attention to an analysis 
of ultimate effects and tendencies. 

Thirdly and lastly, the part played by Ricardo in the develop- 
ment of the theory of Rent remains for inquiry. This aspect 
it was which in reality occupied his mind to the exclusion of 
every other. The question of actual payment under existing 
circumstances was one to which he paid little or no attention, 
otherwise he would have had to take into account the moderating 
influence of custom on competition. So too, when he writes of 
the origin of Rent, he must not be taken as treating the subject 
with regard to the historical facts of the case. But no such 
explanations can possibly be urged with regard to the matter to 
which we have now come, for he confessedly addressed himself to 
an analysis of the theoretical importance of Rent. On the results 
and originality of his inquiry many different opinions have been 
expressed. At one time he was credited with the discovery of a 
new principle, while more recently the painful eagerness to 
depreciate his labour has found vent in the opinion that he did 
little more than reiterate the theories of others. One critic has 
even attributed the whole originality to his friend and opponent 
Malthus. To discover the truth, it is necessary to put aside 
these two opposite prejudices of servile reverence and anxious 
antagonism. But more than this is required. The principles 
involyed in the theory must be stated, and a slight attempt made 
to discover traces of their recognition in the works of the writers 
preceding or contemporary with Ricardo. The leading principles 
are these :— 

(1.) Rent does not form part of the price, that is, it is not a 
payment made for the ordinary productive powers of nature. 
The powers, indeed, may be exerted without any reward being 
paid to those who have appropriated them. 

(2.) Rent arises out of the different fertilities possessed by dif- 
ferent soils, 

(3.) Even if all lands possessed a like fertility, the successive 
doses of capital and labour expended would present different 
returns. Out of this inequality rent would arise. 

These principles, indeed, may be expressed much more con- 
cisely. They are summed up in the well-chosen statement of 
Berens, who says that Rent is a payment made when some land 
is performing a productive task which at the same time, but 
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under different circumstances, is performed by human agency.* 
But when and by whom, it may be asked, were these principles, 
thus summarized, recognized ? 

The old school of English economists, with their mistaken 
notion as to the true importance of exchange, expressed as it 
is in their theory of the balance of trade, underrated rather than 
overrated the importance of the land in a state under economic 
conditions. As time passed, indeed, some among them seemed 
about to penetrate the mist lying on the artificial horizon of error. 
They began to recognize the importance of the land, and the 
connection between its rent or price and the demands of an 
increasing population, but further than this they were not able to 
go. They were held back, as it were, by the bonds of their 
mistake. Even Steuart, despite his ability and industry. leaves no 
traces which can justify the reader in concluding that he knew 
of the three principles enumerated above. Rent was not to 
him, as it is now to us, a payment sud generis. 

One writer went further. Boisguillebert recognized that the 
differences of fertility in the soil was a great factor in the deter- 
mination of the payment made for its use; he knew, too, that 
the rise in price stood in a direct relation to this payment, but 
the important results ensuing from these facts were hidden from 
his view. 

Nor do the disciples of Quesnay, occupied as they were in the 
elaboration of a scheme which rested on the supreme importance 
of the cultivation of the soil, make much further progress. This 
very scheme stood in the way of an entire recognition of the 
principles underlying rent. Rent was, it is true, treated as a 
payment of a wholly exceptional nature, but the reasons insuring 
it this position in the Physiocratic theory were such as to forbid 
an assent to any such propositions as those afterwards formulated 
by Ricardo, It was exceptional because it was a payment deter- 
mined by reason of the peculiar productiveness of the land 
above industrial agents of any description. In industry and 
commerce economic effort could result, they urged, in nothing 
but the reproduction of the value they themselves compre- 
hended. Only when they were employed in agriculture was an 
addition made to the national store of wealth. In other words, 
the cultivation of the land produced a surplus over and above 
the return needed to replace or maintain the economic forces of 
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labour and capital involved im the productive enterprise. This 
surplus was the celebrated produit net, and it constituted rent. 
Here it is impossible to do much more than direct attention to 
one of the chief principles necessarily involved in this doctrine. 
The position here assumed by the Physiocrats could not have 
been firmly maintained without the axiom that such a surplus— 
that is, a surplus of food, ete.—would always create its own 
demand, since otherwise, of course, cases might occur in which 
the labour and capital, when expended on the land, would not be 
more productive than when exerted in any industrial pursuit. 
Taken together, these two dogmas formed a bond from which 
none of the Physiocratic writers succeeded in freeing themselves. 
Even Turgot, certainly the least doctrinaire, and incomparably 
the most acute and comprehensive member of the school, made 
little advance in the direction of intellectual emancipation. In 
the elaboration of detail it was far otherwise. The difference of 
fertility was a matter of common knowledge, but he recognizes 
as well, and with peculiar clearness, the law of Diminishing 
Return. These principles are important, no doubt, but, despite 
the anxious advocacy of Daire, they cannot be held to entitle the 
Physiocrats to the credit of originating the modern theory of 
Rent. With some features of that theory they were certainly 
familiar. They regarded it as the surplus remaining after the 
expenses of cultivation were paid; they even recognized the 
importance of the varying fertilities of the soil as materially 
affecting the size of this surplus, but the necessary result of the 
positions here taken evaded their grasp. They could not or they 
would not see that, these granted, it was part of their task to 
determine what may be called the limit surplus of cultivation. 
For if the cultivation of the land always yield a surplus, and if 
this surplus be variable, there must be assumed to be some lower 
limit beneath which cultivation cannot descend. 

The teaching of Adam Smith illustrates the difficulties which 
the Physiocratic theory had introduced. In his dissertation on 
rent he is obliged, for instance, to draw a careful distinction 
between lands which always yield a rent and those which some- 
times do and sometimes do not. Of course, the cause of difficulty 
is not far distant. It lies, as suggested above, in the peculiar 
property attributed to corn and other food products of invariably 
creating their own demand. How detrimental the adoption of 
the Physiocratic theory in this aspect was to the attainment of 
a clear and comprehensive view of economic phenomena, is best 
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seen by a comparison of his treatment of the rent of corn lands 


and the rent of mines, etc., since in this latter case he approxi- | 


mates very closely indeed to modern theories. In one respect, 
indecd—that is, in the lack of recognition of the law of Diminish- 
ing Return—he does not advance so far as Turgot. 

But now, without staying to investigate the position of those 
who, like Buchanan, attribute the actual existence of rent to 
monopoly, we must proceed to the works of the writers whose 


i 


names are most frequently mentioned in connection with the | 


theory we are discussing. One sentence of brilliant criticism in a 
letter from Hume, capable, in Economics as in Philosophy, of so 
much more than he accomplished, passed unheeded. He doubted 
whether rent could form part of the price of corn. The next year 
anote appended to a pamphlet’ on the Corn Laws, by Dr. James 
Anderson, showed that he was not alone in his suspicion. In 
this passage the essential principle of rent is stated with a terse 
lucidity which has not been excelled in any more modern ex- 
position. A final and complete statement, however, it is not, 
inasmuch as it deduces rent from the varying fertility of the 
soil, without taking into consideration the complemental truth 
that it might also arise by reason of the action of the law of 
Diminishing Return. But this defect cannot be held to account 
for the want of attention experienced by this exposition of a 
new doctrine.. That, more likely, is to be sought in the absence 
of interest in the question at the time, coupled with the natural 
inconspicuousness of matter relegated to the position of a foot- 
note in a treatise, a chief part of which is occupied by technical 
details. But whatever the cause, it is certain that obscurity was 
its fate, and that it escaped the notice of the two writers, Sir 
Edward West and Malthus, to whom Ricardo avows his own 
indebtedness. 

Any doubt as to the particular writer to whom he considered 
that he owed most is easily set at rest by a reference to The 
Essay on the influence of a Low Price of Corn, where Malthus is 
the sole object of mention. So full and free are the acknowledg- 
ments, both here and in the main treatise, that one critic has been 
led to consider them marks of Ricardo’s generosity as an author ; 
for, as he urges with some show of reason, the instances of diffe- 
rence between the theories of the two are more conspicuous than 
instances of agreement. They are certainly so important that 
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it may be said with justice that Ricardo’s teaching resembles 
* that of West, whose work he had read before the publication of 
the Principles, far more nearly. This latter writer gives a very 
clear exposition of the consequences of both the difference of 
fertility and the law of Diminishing Return, and though his lan- 
guage is not quite so explicit with reference to the first great 
principle, any lack of emphasis only arises from the fact that it 
formed too fundamental a part of his theory to appear to require 
remark. This conclusion is amply justified by the language he 
employs in the pamphlet ' which he published in 1826. The posi- 
tion of Malthus cannot be dismissed in so summary a manner. 
He wavered between two opinions, now giving prominence to 
one, now to another. Thus of the three causes which he assigns 
for rent, two are those which we have already come in contact 
with in the works of the Physiocrats and in the pages of Adam 
Smith. But then he attempts, in some places at least, to modify 
these down. Thus, though he treats the fertility of the soil in 
producing more than is needed to maintain and replace the labour 
and capital required for its cultivation as the primary cause of 
rent, he admits that in certain instances land may be cultivated 
when incapable of rent. Again, while the second cause lies in 
the power of corn, etc., to create its own demand, there are 
cases where corn land will not pay a rent, despite the opinion of 
Adam Smith to the contrary. The third cause is the difference 
between the soils and the difference between the returns made to 
successive doses of capital. But the importance of this cause, so 
far as Malthus is concerned, is seriously affected by his treatment 
of rent in a later work,’ where he deliberately asserts that the 
existence of such difference is by no means necessary to the 
creation of rent.. The individual tenability of the first. two 
causes which he alleges has been sufficiently canvassed by 
Ricardo and others to enable us to omit any discussion of them 
here, but a few words must be devoted to the assertion finally 
referred to. He says, speaking of the production of rent, that 
all that is necessary to produce these effects is the existence of 
the two first causes of rent formerly mentioned, with addition of 
limited territory or a scarcity of fertile land. To bring his 
attitude fully into view, we must notice the two illustrations 
he adopts. In the first there is to be an abundance of very 
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fertile land of equal fertility and yielding equal returns to 
any successive doses of capital. The assumptions are remark~- 
able. Equally so the conclusions based on them. Land will 
always produce a surplus. Despite the quantity produced, 
food, as creating its own demand, will always have value, and 
therefore profits and wages will fall, and rent will exist, and not 
only exist, but continue to rise. The second case is the converse. 
The amount of capital which can be employed on the soil is 
limited, the return to each dose invariable. Then, as demand 
will always exceed supply, there will always be a surplus over 
cost of production, and therefore there will always be a rent. 
As this is not the place to discuss the theories maintained by 
Malthus, only two remarks can be made. The first is, that these 
assumptions of equal fertility and invariable return introduce a 
hopelessly untrue element into the question. The second, that 
after such expressions it is impossible to identify the teach- 
ing of Malthus with that of Ricardo. No doubt the latter was 
indebted in some measure to Malthus, but his indebtedness was 
that of the man who sifted out the right from the wrong. At 
the lowest estimate, he was possessed of the ability and patience to 
unravel the intricate web of true theory and mistake so zealously 
interwoven. This task he achieved by reason of his firm 
adherence to the interpretation he gives of value as a ratio. 
But this conception was one which Malthus never thoroughly 
grasped. And yet how important it is, On it depends the problem 
of distribution for its solution; on it rests the correct know- 
ledge of the relations existing between prices and remuneration. 
Unlike Malthus, then, unlike any of his predecessors, Ricardo ad- 
dressed himself steadfastly to the question of the relation between 
Rent and Value. It is through this difference of attitude, 
involving as it did synthetic treatment, rather than through any 
originality in detail, that he holds the position he does, as the 
great exponent of the theory of Rent. 

26. In the third place, the attitude assumed and the progress 
achieved by Ricardo in tr eating of the subject of foreign trade, 
requires some few remarks. And yet it is almost unnecessary 
to do more than emphasize the criticisms which have been passed 
by certain previous writers. The progress achieved is so definite 
and so important. It amounts, in fact, to a wholly new depar- 
ture, so far as the scientific consideration of the subject is con- 
cerned, In this instance Ricardo had to find the straw as well 
as to make the bricks. This has been pointed out by Professor 
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Bastable, who remarks very aptly, that Ricardo’s treatment is an 
_ elaboration of three brief propositions, which can be stated in his 
own language. 

(1) “No extension of foreign trade will immediately increase 
the amount of value in a country, although it will very power- 
fully contribute to increase the mass of commodities and therefore 
the sum of enjoyments.”* ; 

(2) “ The same rule which regulates the relative value of 

commodities in one country, does not regulate the relative value 
of the commodities exchanged between two or more countries.” * 

(3) ‘‘Gold and silver. . . are by the competition of commerce 
distributed in such proportions amongst the different countries 
of the world as to accommodate themselves to the natural traffic 
which would take place if . . . the trade between the countries 
were purely a trade of barter.” ° 

To the student of our time these propositions probably seem 
little other than somewhat bald and imperfect statements of the 
principles which he regards as lying at the foundation of the 
theory of foreign trade, but to rightly gauge Ricardo’s merits we 
must regard this universality of acceptance in itself as a testimony 
to the scientific position of the man who first formulated them. 
From the point of view of an economic theorist, it is almost 

impossible to overrate the importance of the step thus taken. 
Before Ricardo all was confusion, after him it was possible to 
regard the question of international value as a particular case of 
the general problem of value. It became possible, because the 
causes of difference between the laws regulating internal and 
international exchange had been defined. The Law of Com- 
parative Cost was a great, if not the great, discovery made by 
Ricardo. 

27. In the foregoing pages I have endeavoured to indicate as 
briefly as possible the nature of the task which engaged Ricardo’s 
attention, and the advance he made on the theories of his prede- 

cessors. He stands in a unique position. Despite the manifest 
fau)is, which have been freely commented on, he did more than any 
ot}er man, with the solitary exception of Adam Smith, to render 
yssible a systematic study of economics. The difference between 
Lhe two writers is great. Smith collected material, and did what 
he could to interpret his various data by means of the theories of 
earlier writers. So far as pure theory was concerned he made 
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but little advance, as may be readily seen by a study of the 
other writers of his century. On the other hand, he did much 
for true theory by the diligence with which he compared the 
various views taken by his contemporaries and his predecessors, 
as also by the critical test of fact to which he subjects them. 
The importance of the work performed by Ricardo is altogether 
different. He took the data of others, but developed and origi- 
nated tkeory, basing his considerations on certain assumptions. 
Thus he may be said to have completed the work which Adam 
Smith began. Unlike the latter, he never lost his way among 
his faets; he moves onward steadily and dexterously. It may 
be doubted whether the work he performed was of great value. 
As an achievement in the development of theory it is of the very 
highest order. In his works we find for the first time a definite 
solution of the relations existing between price and remunera- 
tion; foreign exchange, that great mystery of the past, is ex- 
hibited in parallel with domestic exchange; the law of rent is 
developed and re-stated; the connection between wages and 
profits, so far as the apportionment of value is concerned, in«li- 
cated; while in addition he strives to shadow forth the nature 
of the future development of economic life, granted the perma- 
nence and universality of the assumptions which he makes. Such 
was the work he accomplished. 

28. But it is urged that his deductions, based on imperfect 
assumptions, have led to unforeseen and disastrous conclusions. 
The modern Socialistic schools, we are told, base themselves on 
Ricardo. It is quite true. They do, and that they do so justly 
we are assured by writers who ought to know better. As a 
matter of fact, their claim is based on a series of misunder- 
standings. When Ricardo speaks of labour as regulating value 
in the long run by means of competition, they interpret him as 
attributing to labour the power of creating value. When he 
speaks of labour with a capital, including under it the exer- 
tion of capital, they speak of labour with a small initial, meaning 
plain toil, often plain manual toil. When he introduces the 
important modification consequent on alterations in the Standard 
of Comfort into the law of wages, they omit the modification, 
and often cite his authority to justify what he denied. These 
corrections, and they are important ones, have to be made before 
they can bring their teaching into harmony with that of the 
great master of theory. Suppose them made, suppose a theory 
collective in character, socialistic in name, logically based on the 
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economic theory formulated by Ricardo. What then? Ifit be 
_ valid in itself, it will not invalidate his conclusions. If it be 
likely to promote the general well-being of the nation, who would 
discuss it more readily than he would have done, who voted in 
a minority of sixteen for the consideration by a committee of 
Owen's scheme, despite his disbelief in its practicability ; who 
was relied on by Hume for assistance on the committee whose 
recommendations issued in the removal of the stringent enact- 
ments against combinations among workmen. If it were true, who 
would acknowledge its truth more frankly than he, to whom, in 
the words of a keen observer, “ it seems quite indifferent whether 
you find the truth or whether he finds it, provided it be found.” 

To those who have carefully studied Ricardo’s character, as 
expressed both in his own publications and in his letters, these 
remarks will not appear misjudged. There was much that was 
lacking, much that was imperfect, but despite his many disad- 
vantages and imperfections, strong sincerity and intellectual fear- 
lessness are conspicuous in all that he wrote. 

It may, indeed, be said that he owed much to himself but little 
to his cireumstances. He was taken from school at an early age, 
and obliged, by reason of a religious difference with his father, to 
adopt a position of independence at a time when he should have 
been undergoing that academic training which would have been so 
useful to him in after life, His practical exertions met with rare 
success, and with a fortune made, he turned himself to study. 
At last, and as it would seem, by a happy accident, he was led to 
the consideration of that branch of learning to which in chief he 
devoted his remaining years. The perusal of Adam Smith was 
the birth of his. intellectual life. He had found his work. 
Thenceforth his interest lay in the pursuit of economic studies. 
His training had been peculiar, Naturally gifted with intellec- 
tual tenacity, his firm grasp was rendered still firmer by an expe- 
rience gained amid the fluctuations of the Exchange, which had 
taught him to defy interruption, and to retain a firm hold on 
certain principles despite temporary changes in aspect. It was 
due partly to this, but partly to his own independent originality, 
that his treatment of economic questions is more rigidly imper- 
sonal, more fully scientific in form, than that of any of his con- 
temporaries. He develops principles and deals with forces in so 
rigid a manner, that those who have been led to regard Political 
Economy as a study half sentiment and half fact have termed 
him cynical and callous. This misinterpretation, unjustifiable as 
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it is in itself when applied to scientific work, is sufficiently rebutted 
by his letters. It is dealt with elsewhere. 

But it may perhaps be urged that his peculiar bent of mind 
led him to join in the blind worship of competition practised by 
the small group of thinkers who revolved round Bentham. This 
again is, I think, a mistake. His scientific mind rarely allowed 
him to pass from the explanatory to the hortatory mood, And 
when he turns to the consideration of the condition of the 
various classes, he rarely does more than attempt to define what 
he considers to be the results of particular causes. Thus he is, 
at any rate, no advocate of a laissez faire policy. He sees that, 
by reason of the condition of existing competition, the results of 
increased energy on the part of the labourers may in some 
instances benefit their employers rather than themselves,’ while 
his remarks on the stationary state in his letters (pp. 188-191) 
show how readily and how frankly he turned to the consideration 
of a condition of things when interest would cease to be paid. 
When he says that the regulation of wages must be left to the 
market, he means that it is useless” for the Government to endea- 
vour to fix certain rates, ashad been attempted in the past; but 
so far as I can see he expresses no adverse opinion.on the 
advisability of State regulation of the conditions of mdustry. 
The great difference between Ricardo and scientific Socialists, 
such as Rodbertus, is to be sought not on such a point as this, 
but in the opinions they respectively maintain as to the conditions 
existing between Population, Production, and Wages, and the 
importance of interest in stimulating the accumulation and 
employment of capital 

But these are two very important questions. They require 
investigation, not so much critical as inductive and historical. 
Such investigations would be useful, because we require to test 
the validity of the premises assumed by Ricardo rather than the 
cogency of his reasoning. To the examination of this latter 
much criticism has been directed, with results without doubt 
beneficial, since by its means the points requiring further inves- 
tigation have been brought into clear relief. On the whole, they 
are fairly apparent from a careful study of Ricardo’s own words. 

As has been already said, the relations between interest and 
the accumulation of capital are touched on but lightly by Ricardo, 


1 Letters,” p, 189; cf. his chapters on Wages and Profits. 
2 His note on pige 83 seems «lmost to indicate a disagreement with Buchanan as 
to the power of the Government in removing causes of permanent hardship, 


INTRODUCTORY ESSAY. lxi 


who does little more than intimate his general belief that the 
payment of interest is necessary to the accumulation, or what we 
might call the employment of capital. 

In the discussion of the other matter he goes into much greater 
detail. Let us premise an increase in the produce and see what 
will happen. According to Ricardo, there are three courses 
possible. 

Tn the first place, this general increase may be accompanied by 
arise in the cost of the necessaries of th> labourers. In this case, 
granted the rise be considerable, the proportion of the produce 
taken by labour will increase. Here great stress is laid on the 
action of the law of Diminishing Return. 

In the second place, there may be a rise in the Standard of 
Living or Standard of Comfort of the class in question, which in 
itself tends to increase the proportion received in wages. In 
other words, it will operate against influences which might 
diminish that proportion. This possibility of change is insisted 
npon by Ricardo as an integral part of his theory of wages. It is 
overlooked by most of his Socialist critics. 

In the third place, an increase in the produce may not benefit 
the labouring class, since it will continue to receive the same 
amount, but not the same proportion of the whole. The tenden- 
cies acting thus antagonistically are two. An increase in wages 
may lead to an increase in the population, and thus to the weaken- 
ing of the power of labour in competition against capital ; while, 
secondly, capital has normally greater advantages in the com- 
petitive struggle. This point, however, is not dwelt on by 
Ricardo, though he says enough to make it apparent that he 
believes circumstances may operate to prevent labour obtaining 
any or much advantage from an increase in the general produce. 

29. Here then we have a general outline, but before it can be 
reckoned of much value we need not only proof of the validity 
of the various assumptions, but also a determination of the 
limits within which the tendencies denoted act, since in many 
instances they may exist at one and the same time. Which ip 
such cases will prove the strongest ? 

Enough, however, has been said. Ricardo formulated a theory 
which required careful examination by the light of fact. That, 
however, is exactly what it has not received. It has been abused, 
criticised, and eulogized, but as yet few attempts have been made 
toward its serious investigation, Ricardo, we are told, is*a 
deductive reasoner. That is, he did his own work and did not 
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do ours. But his work had to be done as a preliminary, and 
therefore it is that he merits the high position due to one who 
indicates to after generations the directions which their studies 
should take. After all, it is not his fault if these have neglected 
to make use of the starting-point with which he provided them. 


hb. C. KG. 


POLITICAL ECONOMY AND 
TAXATION. 
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pe produce of the earth—all that is derived from its 

surface by the united application of labour, machinery, 
nd capital, is divided among three classes of the com- 
nunity ; namely, the proprietor of the land, the owner of 
he stock or capital necessary for its cultivation, and the 
abourers by whose industry it is cultivated. 

But in different stages of society, the proportions of the 
vhole produce of the earth which will be allotted to each 
£ these classes, under the names of rent, profit, and wages, 
vill be essentially different; depending mainly on the actual 
ertility of the soil, on the accumulation of capital and 
opulation, and on the skill, ingenuity, and instruments 
mployed in agriculture. 

To determine the laws which regulate this distribution, ~ 
s the principal problem in Political Eeonomy: much as 
he science has been improved by the writings of Turgot, 
stuart, Smith, Say, Sismondi, and others, they afford very 
ittle satisfactory information respecting the natural course 
f rent, profit, and wages. 

In 1815, Mr. Malthus, in his ‘“ Inquiry into the Nature 
nd Progress of Rent,” and a Fellow of University College, 
Oxford, in his “‘ Essay on the Application of Capital to 
Land,” presented to the world, nearly at the same moment, 
the true doctrine of rent; without a knowledge of which, 
it is impossible to understand the effect of the progress of 
wealth on profits and wages, or to trace satisfactorily the 
influence of taxation on different classes of the community ; 
particularly when the commodities taxed are the productions 

B 
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immediately derived from the surface of the earth. Adam 
Smith, and the other able writers to whom I have alluded,. 
not having viewed correctly the principles of rent, have, it 
appears to me, overlooked many important truths, which 
can only be discovered after the subject of rent is thoroughly 
understood. 

To supply this deficiency, abilities are required of a far 
superior cast to any possessed by the writer of the follow- 
ing pages; yet, after having given to this subject his best 
consideration—after the aid which he has derived from 
the works of the above-mentioned eminent writers—and 
after the valuable experience which a few late years, 
abounding in facts, have yielded to the present generation 
—it will not, he trusts, be deemed presumptuous in him to 
state his opinions on the laws of profits and wages, and on 
the operation of taxes. If the principles which he deems 
correct, should be found to be so, it will be for others, 
more able than himself, to trace them to all their impor- 
tant consequences. ji 

The writer, in combating received opinions, has found it 
necessary to advert more particularly to those passages in 
the writings of Adam Smith from which he sees reason to 
differ ; but he hopes it will not, on that account, be sus- 
pected that he does not, in common with all those who 
acknowledge the importance of the science of Politica! 
Economy, participate in the admiration which the profound 
work of this celebrated author so justly excites. 

The same remark may be applied to the excellent works 
of M. Say, who not only was the first, or among the first 
of continental writers, who justly appreciated and applied 
the principles of Smith, and who has done more than al 
other continental writers taken together, to recommenc 
the principles of that enlightened and beneficial system tc 
the nations of Europe; but who has succeeded in placing 
the science in a more logical, and more instructive order 
and has enriched it by several discussions, original, ac 
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curate, and profound.’ The respect, however, which the 
author entertains for the writings of this gentleman, has 
not prevented him from commenting with that freedom 
which he thinks the interests of science require, on such 
passages of the “ Economie Politique,” as appeared at 
variance with his own ideas. 


1 Chap. xv. part i. ‘‘ Des Débouchés,” contains, in particular, 
some very important principles, which I believe were first explained 
by this distinguished writer. 


AUTHOR’S ADVERTISEMENT 


TO THE 
THIRD EDITION. 


| this Edition I have endeavoured to explain more fully 
than in the last, my opinion on the difficult subject of 
Vatvr, and for that purpose have made a few additions to 
the first chapter. I have also inserted a new chapter on 
the subject of Macuryery, and on the effects of its im- 
provement on the interests of the different classes of the 
State. In the chapter on the Distinctive PROPERTIES OF 
Vanurn and Ricuss, I have examined the doctrines of 
M. Say on that important question, as amended in the 
fourth and last edition of his work. I have in the last 
chapter endeavoured to place in a stronger point of view 
than before, the doctrine of the ability of a country to pay 
additional money taxes, although the aggregate money 
value of the mass of its commodities should fall, in con- 
sequence either of the diminished quantity of labour 
required to produce its corn at home, by improvements in 
its husbandry, or from its obtaining a part of its corn at a 
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cheaper price from abroad, by means of the exportation of 
its manufactured commodities. This consideration is of 
great importance, as it regards the question of the policy 
of leaving unrestricted the importation of foreign corn, 
particularly in a country burthened with a heavy fixed 
money taxation, the consequence of an immense National 
Debt. I have endeavoured to show, that the ability to 
‘pay taxes, depends, not on the gross money value of the 
mass of commodities, nor on the net money value of the 
revenues of capitalists and landlords, but ou the money 
value of each man’s revenue, compared to the money value 
of the commodities which he usually consumes. 


March 26, 1821. 


POLITICAL ECONOMY AND 
TAXATION. 


CHAPTER I.—ON VALUE. 


SECTION I. 


[he value of a commodity, or the quantity of any other commodity 
Sor which it will exchange, depends on the relative quantity of 
labour which is necessary for its production, and not on the 
greater or less compensation which is paid for that labour. 


§ 1. 

[* has been observed by Adam Smith, that “the word 

Value has two different meanings, and sometimes ex- 
sresses the utility of some particular object, and some- 
imes the power of purchasing other goods which the 
sossession of that object conveys. The one may be called 
value in use; the other value in exchange. The things,” 
1e continues, “ which have the greatest value in use, have 
‘requently little or no value in exchange; and, on the con- 
rary, those which have the greatest value in exchange, 
1ave little or no value in use.” ' Water and air are abun- 
lantly useful; they are indeed indispensable to existence, 
yet, under ordinary circumstances, nothing can be obtained 
n exchange for them. Gold, on the contrary, though of 
ittle use compared with air or water, will exchange for a 
sreat quantity of other goods. 
_ § 2. Utility then is not the measure of exchangeable 


1 [* Wealth of Nations, edition by Prof. Nicholson, Bk. 1. c. iv. 
». 12 a, 1. 41, etc.] 
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value, although it is absolutely essential to it. If a com- 
modity were in no way useful,—in other words, if it could 
in no way contribute to our gratification,—it would be 
destitute of exchangeable value, however scarce it might 
be, or whatever quantity of labour might be ie 
to procure it. 

§ 3. Possessing utility, commodities derive their ex- 
changeable value from two sources: from their scarcity, 
and from the quantity of labour required to obtain them. 

§ 4. There are some commodities, the value of which is 
determined by their scarcity alone. No labour can increase 
the quantity of such goods, and therefore their value can- 
not be lowered by an increased supply. Some rare statues 
and pictures, scarce books and coins, wines of a peculiar 
quality, which can be made only from grapes grown on a 
particular soil, of which there is a very limited quantity, 
are all of this description. Their value is wholly indepen- 
dent of the quantity of labour originally necessary to 
produce them, and varies with the varying wealth and 
inclinations of those who are desirous to possess them. 

These commodities, however, form a very small part of 
the mass of commodities daily exchanged in the market. 
By far the greatest part of those goods which are the 
objects of desire, are procured by labour; and they may 
be multiplied, not in one country alone, but in many, 
almost without any assignable limit, if we are disposed to 
bestow the labour necessary to obtain them.* 


{! This, the first limitation introduced by Ricardo, is important, 
inasmuch as it shows that he was alive to the way in which value 
will be determined under conditions of scarcity. The class of 
commodities in question is much larger than Ricardo imagined. 
It consists of— 

(A). Commodities, scarce in themselves, rare statues, ete. 

(B). Commodities produced by skilled or monopoly labour. 

(C). Commodities produced by labour employed under par- 
ticularly depressed conditions, see Boéhm-Bawerk, ‘‘ Capital and 
Interest,” (English translation) pp. 385-386. ] 
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§ 5. In speaking then of commodities, of their exchange- 
able value, and of the laws which regulate their relative 
prices, we mean always such commodities only as can be 
increased in quantity by the exertion of human industry, » 
and on the production of which competition operates with- 
out restraint. 

§ 6. In the early stages of society, the exchangeable 
value of these commodities, or the rule which determines 
how much of one shall be given in exchange for another, 
depends almost exclusively on the comparative quantity of 
labour expended on each. 

“The real price of every thing,” says Adam Smith, 
“what every thing really costs to the man who_wants to 
acquire it,fis the toil and trouble of acquiring it) What 
every thing is really worth to the man who has acquired 
it, and who wants to dispose of it, or exchange it for 
something else, is the toil and trouble which it can save to 
himself, and which it can impose upon other people.” : 
“Labour was the first price—the original purchase-money 
that was paid for all things”? Again, “in that early 
and rude state of society, which precedes both the accumu- 
lation of stock and the appropriation of land, the propor- 
tion between the quantities of labour necessary for 
acquiring different objects seems to be the only circum- 
stance which can afford any rule for exchanging them for 
one another. If among a nation of hunters, for example, 
it usually cost twice the labour to kill a beaver which it 
does to kill a deer, one beaver should naturally exchange 
for, or be worth two deer. It is natural that what is 
usually the produce of two days’, or two hours’ labour, 
should be worth double of what is usually the produce of 
one day’s, or one hour’s labour.” * 

That this is really the foundation of the exchangeable 

| [** Wealth of Nations,” Bk. 1. v. 12 b.] 


2 (Ibid., Bk. 1. v. 13 a.] 
3 Book 1. chap. 5. [A mistake, Bk, 1. vi. 20 a.] 
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value of all things, excepting those which cannot be 
increased by human industry, is a doctrine of the utmost 
importance in political economy ;* for from no source do 
so many errors, and so much difference of opinion in that 
science proceed, as from the vague ideas which are attached 
to the word value. 

If the quantity of labour realized in commodities, regu- 
late their exchangeable value, every increase of the quantity 
of labour must augment the value of that commodity on 
which it is exercised, as every diminution must lower it. 

§ 7. Adam Smith, who so accurately defined the original 
source of exchangeable value, and who was bound in con- 
sistency to maintain, that all things became more or less 
valuable in proportion as more or less labour was bestowed 
on their production, has himself erected another standard 
measure of value, and speaks of things being more or less 
valuable, in proportion as they will exchange for more or less 
of this standard measure. Sometimes he speaks of corn, 
at other times of labour, as a standard measure; not the’ 
quantity of labour bestowed on the production of any object, 
but the quantity which it can command in the market: as if 
these were two equivalent expressions, and as if because a 
man’s labour had become doubly efficient, and he could 
therefore produce twice the quantity of a commodity, he 
would necessarily receive twice the former quantity in 
exchange for it.’ 


* [Ricardo did not, I think, fall into the mistake sometimes 
attributed to him (e.g. Sidgwick, “Principles of Political 
Economy,” first edition, p. 10) of confusing measure and cause of 
value, though his language might at times suggest such a con- 
fusion. At most, however, such confusion would relate to ex- 
changeable value. But even in this relation he expressly says: 
that utility is absolutely necessary to exchangeable value though 
not its measure. But for a full discussion of this point see Intro- 
duction. ] 

’ (Cf. Buchanan’s note. Smith, ed. Buchanan, 1814, vol. 1. 
p- 50, ed. Nicholson, Bk. 1. ¢, y. pp. 12 b, 15 a.] 


SECT. I.]_ ON VALUE. 9 


If this indeed were true, if the reward of the labourer 
were always in proportion to what he produced, the 
quantity of labour bestowed on a commodity, and the 
quantity of labour which that commodity would purchase, 
would be equal, and either might accurately measure the 
variations of other unethtput they are not equal} the 
first is under many circumstances an invariable standard, 
indicating correctly the variations of other things; the 
latter is subject to as many fluctuations as the com- 
modities compared with it. Adam Smith, after most ably 
showing the insufficiency of a variable medium, such as 
gold and silver, for the purpose of determining the varying 
value of other things, has himself, by fixing on corn or 
labour, chosen a medium no less variable. 

§ 8. Gold and silver are no doubt subject to fluctuations, 
from the discovery of new and more abundant mines; but 
such discoveries are rare, and their effects, though power- 
ful, are limited to periods of comparatively short duration. 
They are subject also to fluctuation, from improvements in 
the skill and machinery with which the mines may be 
worked; as in consequence of such improvements, a 
greater quantity may be obtained with the same labour. 
They are further subject to fluctuations from the decreas- 
ing produce of the mines, after they have yielded a supply 
to the world, fora succession of ages. But from which of 
these sources of fluctuation is corn exempted? Does not 
that also vary, on one hand, from improvements in agri- 
culture, from improved machinery and implements used in 
husbandry, as well as from the discovery of new tracts of 
fertile land, which in other countries may be taken into 
cultivation, and which will affect the value of corn in 
every market where importation is free? [is it not 
on the other hand subject to be enhanced in value 
from prohibitions of importation, from increasing popu- 
lation and wealth, and the greater difficulty of obtain- 
ing the increased supplies, on account of the additional \ 
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quantity of labour which the cultivation of inferior lands 
requires P 

§ 9. Is not the value of labour equally variable; being 
not only affected, as all other things are, by the propor- 
tion between the supply and demand, which uniformly 
varies with every change in the condition of the com- 
munity, but also by the varying price of food and other 
necessaries, on which the wages of labour are expended ? 

In the same country double the quantity of labour may 
be required to produce a given quantity of food and 
necessaries at one time, that may be necessary at another, 
and a distant time; yet the labourer’s reward may possibly 
be very little diminished. If the labourer’s wages at the 
former period, were a certain quantity of food and neces- 
saries, he probably could not have subsisted if that quan- 
tity had been reduced. Food and necessaries in this case 
will have risen 100 per cent. if estimated by the quantity 
of labour necessary to their production, while they will 
scarcely have increased in value, if measured by the 
quantity of labour for which they will exchange. 

The same remark may be made respecting two or more 
countries. In America and Poland, on the land last taken 
into cultivation, a year’s labour of any given number of 
men, will produce much more corn than on land similarly 
circumstanced in England. Now, supposing all other 
necessaries to be equally cheap in those three countries. 
would it not be a great mistake to conclude, that the 
quantity of corn awarded to the labourer, would in each 
country be in proportion to the facility of production ¥ 

If the shoes and clothing of the labourer, could, by 
improvements in machinery, be produced by one fourth of 
the labour now necessary to their production, they would 
probably fall 75 per cent.; but so far is it from being 
true, that the labourer would thereby be enabled perma- 
nently to consume four coats, or four pair of shoes, instead 
of one, that it is probable his wages would in no long time 
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be adjusted by the effects of competition, and the stimulus 
to population, to the new value of the necessaries on which 
they were expended. If these improvements extended to 
all the objects of the labourer’s consumption, we should 
find him probably at the end of a very few years, in 
possession of only a small, if any, addition to his enjoy- 
ments, although the exchangeable value of those com- 
modities, compared with any other commodity, in the 
manufacture of which no such improvement were made, 
had sustained a very considerable reduction ; and though 
they were the produce of a very considerably diminished 


quantity of labour. 
§ 10. It cannot then be correct, to say with saan \ 


Smith, “that as labour may sometimes purchase a greater, 
and sometimes a smaller quantity of goods, it is their 
value which varies, not that of the labour which purchases 
them ;”? and therefore, “that labour alone never varying 
in its own value, is alone the ultimate and real standard 
by which the value of all commodities can at all times and 
places be estimated and compared ;” *—but it is correct to 
say, as Adam Smith had previously said, “that the pro- 
portion between the quantities of labour necessary for 
acquiring different objects seems to be the only circum- 
stance which can afford any rule for exchanging them for 
one another;”* or in other words, that it is the compara- 
tive quantity of commodities which labour will produce, 
that determines their present or past relative value, and 
not the comparative quantities of commodities, which are 
given to the labourer in exchange for his labour. / 
[§ 11.‘ If any one commodity could be found, which now 
and at all times required precisely the same quantity of 


1 (Bk. 1. e. v. 14a. Quotation only substantially correct. ] 

2 [Ibid.] 

® [See above. ] 

4 [This passage, contained in first and second editions, is omitted 
from the third. Here it is restored.] 
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labour to produce it, that commodity would be of an 
unvarying value, and would be eminently useful as a 
standard by which the variations of other things might be 
measured. Of such a commodity we have no knowledge 
and consequently are unable to fix on any standard of 
value. It is, however, of considerable use towards attain- 
ing a correct theory, to ascertain what the essential 
qualities of a standard are, that we may know the causes 
of the variation in the relative value of commodities and 
that we may be enabled to calculate the degree in which 
they are likely to operate.]* 

§ 12. Two commodities vary in relative value, and we 
wish to know in which the variation has really taken 
place. If we compare the present value of one, with 
shoes, stockings, hats, iron, sugar, and all other com- 
modities, we find that it will exchange for precisely the 
same quantity of all these things as before. If we compare 
the other with the same commodities, we find it has varied 
with respect to them all: we may then with great pro- 
bability infer that the variation has been in this com- 
modity, and not in the commodities with which we have 
compared it. If on examining still more particularly into 
all the circumstances connected with the production of 
these various commodities, we find that precisely the 
same quantity of labour and capital are” necessary to the 
production of the shoes, stockings, hats, iron, sugar, ete. ; 
but that the same quantity as before is not necessary to 
produce the single commodity whose relative value is 
altered, probability is changed into certainty, and we are 
sure that the variation is in the single commodity: we 
then discover also the cause of its variation. 

If I found that an ounce of gold would exchange for a 
less quantity of all the commodities above enumerated, 
and many others; and if, moreover, I found that by the 
discovery of a new and more fertile mine, or by the 


* [Cf § 64. Even if larger supply required. ] 2 [Sie.] 
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employment of machinery to great advantage, a given 
quantity of gold could be obtained with a less quantity of 
labour, I should be justified in saying that the cause of 
the alteration in the value of gold relatively to other com- 
modities, was the greater facility of its production, or the 
smaller quantity of labour necessary to obtain it. In like 
manner, if labour fell very considerably in value, relatively 
to all other things, and if I found that its fall was in con- 
sequence of an abundant supply, encouraged by the great 
facility with which corn, and the other necessaries of the 
labourer, were produced, it would, I apprehend, be correct 
for me to say that corn and necessaries had fallen in value 
in consequence of less quantity of labour being necessary 
to produce them, and that this facility of providing for the 
support of the labourer had been followed by a fall in the 
value of labour. No, say Adam Smith and Mr. Malthus, 
in the case of the gold you were correct in calling its 
variation a fall of its value, because corn and labour had 
not then varied; and as. gold would command a, less 
quantity of them, as well as of all other things, than 
before, it was correct to say that all things had remained 
stationary, and that gold only had varied; but when corn 
and labour fall, things which we have selected to be our 
standard measure of value, notwithstanding all the varia- 
tions to which we acknowledge they are subject, it would 
be highly improper to say so; the correct language will be 
to say, that corn and labour have remained stationary, and 
all other other things have risen in value. 

Now it is against this language that I protest. I find 
that precisely, as in the case of the gold, the cause of the 
variation between corn and other things, is the smaller 
quantity of labour necessary to produce it, and therefore, 
by all just reasoning, I am bound to call the variation of 
corn and labour a fall in their value, and not a rise in the 
value of the things with which they are compared. If I 
have to hire a labourer for a week, and instead of ten 
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shillings I pay him eight, no variation having taken place 
in the value of money, the labourer can probably obtain 
more food and necessaries, with his eight shillings, than 
he before obtained for ten: but this is owing, not to a rise 
in the real value of his wages, as stated by Adam Smith, 
and more recently by Mr. Malthus, but to a fall in ‘the 
value of the things on which his wages are expended, 
things perfectly distinct; and yet for calling this a fall in 
the real value of wages, I am told that I adopt new and 
unusual language, not reconcileable with the true prin- 
ciples of the science.’ To me it appears that the unusual 
and, indeed, inconsistent language, is that used by my 
opponents. 

Suppose a labourer to be paid a bushel of corn for a 
week’s work, when the price of corn is 80s. per quarter, 
and that he is paid a bushel and a quarter when the price 
falls to 40s. Suppose, too, that he consumes half a bushel 
of corn a week in his own family, and exchanges the 
remainder for other things, such as fuel, soap, candles, 
tea, sugar, salt, etc., etc.; if the three-fourths of a bushel 
which will remain to him, in one case, cannot procure him 
as much of the above commodities as half a bushel did in 
the other, which it will not, will labour have risen or fallen 
in value? Risen, Adam Smith must say, because his 
standard is corn, and the labourer receives more corn for 
a week’s labour. Fallen, must the same Adam Smith 
say, “because the value of a thing depends on the power 
of purchasing other goods which the possession of that 
object conveys,” * and labour has a less power of purchas- 
ing such other goods. 


1 [V. p. 39, note.] * (Substantially Bk. 1. ¢. v. p. 13 a.] 
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SECTION II. 


Labour of different qualities differently rewarded. This no cause 
of variation in the relative value of commodities. 


§ 13. In speaking, however, of labour, as being the 
foundation of all value, and the relative quantity of labour 
as almost exclusively determining the relative value of 
commodities, [ must not be supposed to be inattentive to 
the different qualities of labour, and the difficulty of com- 
paring an hour’s or a day’s labour, in one employment, 
with the same duration of labour in another. The estima- 
tion in which different qualities of labour are held, comes 
soon to be adjusted in the market with sufficient precision 
for all practical purposes, and depends much on the com- 
parative skill of the labourer, and intensity of the labour 
performed. The scale, when once formed, is liable to 
little variation. If a day’s labour of a working jeweller 
be more valuable than a day’s labour of a common 
labourer, it has long ago been adjusted, and placed in its 
proper position in the scale of value.’ 


' « But though labour be the real measure of the exchangeable 
value of all commodities, it is not that by which their value is 
commonly estimated. It is often difficult to ascertain the pro- 
portion between two different quantities of labour. The time 
spent in two different sorts of work will not always alone deter- 
mine this proportion. The different degrees of hardship endured, 
and of ingenuity exercised, must likewise be taken into account. 
There may be more labour in an hour’s hard work, than in two hours’ 
easy business ; or, in an hour’s application to a trade, which it costs 
ten years’ labour to learn, than in a month's industry at an ordi- 
nary and obvious employment. But it is not easy to find any 
accurate measure, either of hardship or ingenuity. In exchanging, 
indeed, the different productions of different sorts of labour for one 
another, some allowance is commonly made for both. It is 
adjusted, however, not by any accurate measure, but by the 
higgling and bargaining of the market, according to that sort of 


16 POLITICAL ECONOMY. [CHAP, I. 


In comparing, therefore, the value of the same com- 
modity, at different periods of time, the consideration of 
the comparative skill and intensity of labour, required for 
that particular commodity, needs scarcely to be attended 
to, as it operates equally at both periods, One description 
of labour at one time is compared with the same descrip- 
tion of labour at another; if a tenth, a fifth, or a fourth, 
has been added or taken away, an effect proportioned to 
the cause will be produced on the relative value of the 
commodity, 

If a piece of cloth be now of the value of two pieces of 
linen, and if, in ten years hence, the ordinary value of a 
piece of cloth should be four pieces of linen, we may 
safely conclude, that either more labour is required to 
make the cloth, or less to make the linen, or that both 
causes have operated, 

As the inquiry to which I wish to draw the reader's 
attention, relates to the effect of the variations in the 
relative value of commodities, and not in their absolute 
value, it will be of little importance to examine into the 
comparative degree of estimation in which the different 
kinds of human labour are held. We may fairly conelude, 
that whatever inequality there might originally have been 
in them, whatever the ingenuity, skill, or time necessary 
for the acquirement of one species of manual dexterity 
more than another, it continues nearly the same from one 
generation to another; or at least, that the variation is 
very inconsiderable from year to year, and therefore, can 
have little effect, for short periods, on the relative value of 
commodities. 

“The proportion between the different rates both of 
wages and profit in the different employments of labour 
and stock, seems not to be much affected, as has already 


rough equality, which though not exact, is sufficient for the carry- 
ing on the business of common life,”— Wealth of Nations, Bk. 1. 
¢. 10, [Reference wrong. Bk, 1, o 5. po 18 a.) 
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seen Observed, by the riches or poverty, the advancing, 
stationary, or declining state of the society. Such revolu- 
‘ions in the public welfare, though they affect the general 
‘ates both of wages and profit, must in the end affect them 
qually in all different employments. The proportion 
Jetween them therefore must remain the same, and 
annot well be altered, at least for any considerable time, 
dy any such revolutions.” * 


SECTION III. 


Vot only the labour applied immediately to commodities affect * their 
value, but the labour also which is bestowed on the implements, 
tools, and buildings, with which such labour és assisted. 


§ 14. Even in that early state to which Adam Smith 
efers, some capital, though possibly made and accumu- 
ated by the hunter himself, would be necessary to enable 
1im to kill his game. Without some weapon, neither the 
yeaver nor the deer could be destroyed, and therefore the 
alue of these animals would be regulated, not solely by 
he time and labour necessary to their destruction, but 
Jso by the time and labour necessary for providing the 
vunter’s capital, the weapon, by the aid of which their 
lestruction was effected. 

Suppose the weapon necessary to kill the beaver, was 
onstructed with much more labour than that necessary to 
dll the deer, on account of the greater difficulty of 
pproaching near to the former animal, and the consequent 
ecessity of its beg more true to its mark; one beaver 
vould naturally be of more value than two deer, and 
recisely for this reason, that more labour would, on the 
vhole, be necessary to its destruction. Or suppose that 
he same quantity of labour was necessary to make both 


' «* Wealth of Nations,” Bk. 1. chap. x. [p. 60 b]. 2 [Sie. ] 
Cc 
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weapons, but that they were of very unequal durability 
of the durable implement only a small portion of its value 
would be transferred to the commodity, a much greate1 
portion of the value of the less durable implement would be 
realized in the commodity which it contributed to produce 

All the implements necessary to kill the beaver and dee: 
might belong to one class of men, and the labour employec 
in their destruction might be furnished by another class 
still, their comparative prices would be in proportion t 
the actual labour bestowed, both on the formation of th 
capital, and on the destruction of the animals. Unde 
different circumstances of plenty or scarcity of capital, a 
compared with labour, under different circumstances 0 
plenty or scarcity of the food and necessaries essential t 
the support of men, those who furnished an equal value c 
capital for either one employment or for the other, migh 
have a half, a fourth, or an eighth of the produce obtainec 
the remainder being paid as wages to those who furnishe 
the labour; yet this division could not affect the relativ 
value of these commodities, since whether the profits « 
capital were greater or less, whether they were 50, 20, « 
10 per cent. or whether the wages of labour were high « 
low, they would operate equally on both employments. 

§ 15. If we suppose the occupations of the society &: 
tended, that some provide canoes and tackle necessary £ 
fishing, others the seed and rude machinery first used 3 
agriculture, still the same principle would hold true, thi 
the exchangeable value of the commodities produced wou 
be in proportion to the labour bestowed on their productio1 
not on their immediate production only, but on all tho 
implements or machines required to give effect to #1 
particular labour to which they were applied. 

If we look to a state of suciety in which greater improv 
ments have been made, and in which arts and commer 
flourish, we shall still find that commodities vary in vah 
conformably with this principle: in estimating the e 
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changeable value*of stockings, for example, we shall find 
that their value, comparatively with other things, depends 
on the total quantity of labour necessary to manufacture 
them, and bring them to market. First, there is the 
labour necessary to cultivate the land on which the raw 
cotton is grown; secondly, the labour of conveying the 
cotton to the country where the stockings are to be manu- 
factured, which includes a portion of the labour bestowed 
in building the ship in which it is conveyed, and which is 
charged in the freight of the goods; thirdly, the labour of 
the spinner and weaver; fourthly, a portion of the labour 
of the engineer, smith, and carpenter, who erected the 
buildings and machinery, by the help of which they are 
made; fifthly, the labour of the retail dealer, and of many 
others, whom it is unnecessary further to particularize. 
The aggregate sum of these various kinds of labour, deter- 
mines the quantity of other things for which these stock 
ings will exchange, while the same consideration of the 
various quantities of labour which have been bestowed on 
those other things, will equally govern the portion of them 
which will be given for the stockings. 

To convince ourselves that this is the real foundation of 
exchangeable value, let us suppose any improvement to be 
made in the means of abridging labour in any one of the 
various processes through which the raw cotton must pass, 
before the manufactured stockings come to the market, to 
be exchanged for other things; and observe the effects 
which will follow. If fewer men were required to cultivate 
the raw cotton, or if fewer sailors were employed in navi- 
gating, or shipwrights in constructing the ship, in which it 
was conveyed to us; if fewer hands were employed in 
raising the buildings and machinery, or if these, when 
raised, were rendered more efficient, the stockings would 
nevitably fall in value, and consequently command less of 
other things. They would fall, because a less quantity of 
labour was necessary to their production, and would there- 
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fore exchange for a smaller quantity of those things in 
which no such abridgment of labour had been made. 

Economy in the use of labour never fails to reduce the 
relative value of a commodity, whether the saving be in 
the labour necessary to the manufacture of the commodity 
itself, or in that necessary to the formation of the capital, 
by the aid of which it is produced. In either case the 
price of stockings would fall, whether there were fewer 
men employed as bleachers, spinners, and weavers, persons 
immediately necessary to their manufacture ; or as sailors, 
carriers, engineers, and smiths, persons more indirectly 
concerned. In the one case, the whole saving of labour 
would fall on the stockings, because that portion of labour 
was wholly confined to the stockings; in the other, a 
portion only would fall on the stockings, the remainder 
being applied to all those other commodities, to the pro- 
duction of which the buildings, machinery, and carriage, 
were subservient. 

Suppose that in the early stages of society, the bows and 
arrows of the hunter were of equal value, and of equal 
durability, with the canoe and implements of the fisher- 
man, both being the produce of the same quantity of 
labour. Under such circumstances the value of the deer, 
the produce of the hunter’s day’s labour, would be exactly 
equal to the value of the fish, the produce of the fisher 
man’s day’s labour. The comparative value of the fish and 
the game, would be entirely regulated by the quantity o! 
labour realized in each; whatever might be the quantity 
of production, or however high or low general wages 01 
profits might be. If for example the canoes and imple. 
ments of the fisherman were of the value of £100 anc 
were calculated to last for ten years, and he employed ter 
men, whose annual labour cost £100 and who in one day 
obtained by their labour twenty salmon: If the weapon 
employed by the hunter were also of £100 value an 
calculated to last ten years, and if he also employed ter 
men, whose annual labour cost £100 and who in one day 
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procured him ten deer; then the natural price of a deer 
would be two salmon, whether the proportion of the whole 
produce bestowed on the men who obtained it, were large 
or small. [the proportion which might be paid_for wages, 
is of the utmost importance in the question of profits) for 
it must at once be seen, that profits would be high or low. 
exactly in proportion as wages were low or high; but ib 
could not in the least affect the relative value of fish and 
game, as wages would be high or low at the same time in 
both occupations. If the hunter urged the plea of his 
paying a large proportion, or the value of a large propor- 
tion of his game for wages, as an inducement to the fisher- 
man to give him more fish in exchange for his game, the 
latter would state that he was equally affected by the 
same cause; and therefore under all variations of wages 
and profits, under all the effects of accumulation of capital, 
as long as they continued by a day’s labour to obtain 
respectively the same quantity of fish, and the same 
quantity of game, the natural rate of exchange would be 
one deer for two salmon. 

If with the same quantity of labour a less quantity of 
fish, or a greater quantity of game were * obtained, the value 
of fish would rise in comparison with that of game. If, 
on the contrary, with the same quantity of labour a less 
quantity of game, or a greater quantity of fish was’ obtained, 
game would rise in comparison with fish. 

§ 16. If there were any other commodity which was in- 

-yariable in its value, we should be able to ascertain, by 
comparing the value of fish and game with this commodity, 
how much of the variation was to be attributed to a cause 
which affected the value of fish, and how much to a cause 
which affected the value of game. 

Suppose money to be that commodity. If a salmon 
were worth £1 and a deer £2 one deer would be worth 
two salmon. But a deer might become of the value of 

‘three salmon, for more labour might be required to obtain 


1 [Sie] 
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the deer, or less to get the salmon, or both these causes 
might operate at the same time. If wehad this invariable 
standard, we might easily ascertain in what degree either 
of these causes operated. If salmon continued to sell for 
£1 whilst deer rose to £3 we might conclude that more 
labour was required to obtain the deer. If deer continued 
at the same price of £2 and salmon sold for 18s. 4d. we 
might then be sure that less labour was required to obtain 
the salmon; and if deer rose to £2 10s. and salmon fell 
to 16s. 8d. we should be convinced that both causes had 
operated in producing the alteration of the relative value 
of these commodities. 

No alteration in the wages of labour could produce any 
alteration in the relative value of these commedities; for 
suppose them to rise, no greater quantity of labour would 
be required in any of these occupations, but it would be 
paid for at a higher price, and the same reasons which 
should make the hunter and fisherman endeavour ‘to raise 
the value of their game and fish, would cause the owner of 
the mine to raise the value of his gold. This inducement 
acting with the same force on all these three occupations, 
and the relative situation of those engaged in them being 
the same before and after the rise of wages, the relative 
value of game, fish, and gold, would continue unaltered. 
Wages might rise twenty per cent., and profits consequently 
fall in a greater or less proportion, without occasioning the 
least alteration in the relative value of these commodities. 

Now suppose, that with the same labour and fixed 
capital, more fish could be produced, but no more gold or 
game, the relative value of fish would fall in comparison 
with gold or game. If, instead of twenty salmon, twenty- 
five were the produce of one day’s labour, the price of a 
salmon would be sixteen shillings instead of a pound, and 
two salmon and a half, instead of two salmon, would be 
given in exchange for one deer, but the price of deer would 
continue at £2 as before. In the'same manner, if fewer 
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fish could be obtained with the same capital and labour, 
fish would rise in comparative value. Fish then would 
rise or fall in exchangeable value, only because more or 
less labour was! required to obtain a given quantity; and 
it never could rise or fall beyond the proportion of the in- 
creased or diminished quantity of labour required. 

If we had then an invariable standard, by which we 
could measure the variation in other commodities, we 
should find that the utmost limit to which they could per- 
manently rise, if produced under the circumstances sup- 
posed, was proportioned to the additional quantity of 
labour required for their production; and that unless 
more labour were required for their production, they could 
not rise in any degree whatever. A rise of wages would 
not raise them in money value, nor relatively to any 
other commodities, the production of which required no 
additional quantity of labour, which employed the same 
proportion of fixed and circulating capital, and fixed capital 
of the same durability. If more or less labour were re- 
quired in the production of the other commodity, we have 
already stated that this will immediately occasion an 
alteration in its relative value, but such alteration is owing | 
to the altered quantity of requisite labour, and not to the 
rise of wages. 


SECTION IV. 


The principle that the quantity of labour bestowed on the production of 
commodities regulates their relative value, considerably modified by 
the employment of machinery and other fixed and durable capital.” 


§ 17. In the former section we have supposed the imple- 
ments and weapons necessary to kill the deer and salmon, 

1 [Sie] 

2 (The second limitation introduced by Ricardo (for first, § 4), 
Had he followed out the lines of thought suggested in this and the 
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to be equally durable, and to be the result of the same 
quantity of labour, and we have seen that the variations 
in the relative value of deer and salmon depended solely 
on the, varying quantities of labour necessary to obtain 
Geeta Coat in every state of society, the tools, implements, 
buildings, and machinery employed in different trades 
may be of various degrees of durability, and may require 
different portions of labour to produce them. The pro- 
portions, too, in which the capital that is to support 
labour, and the capital that is invested in tools, machinery 
and buildings, may be variously combined. This difference 
in the degree of durability of fixed capital, and this variety 
in the proportions in which the two sorts of capital may 
be combined, introduce another cause, besides the greater 
or less quantity of labour necessary to produce commodi- 
ties, for the variations in their relative value—this cause 
is the rise or fall in the value of labour. 

The food and clothing consumed by the labourer, the 
buildings in which he works, the implements with which 
his labour is assisted, are all of a perishable nature. There 
is however a vast difference in the time for which these 
different capitals will endure: a steam-engine will last 
longer than a ship, a ship than the clothing of the 
labourer, and the clothing of the labourer longer than the 
food which he consumes. 

According as capital is rapidly perishable, and requires 
to be frequently reproduced, or is of slow consumption, it 
is classed under the heads of circulating, or of fixed 
capital. A brewer, whose buildings and machinery are 
valuable and durable, is said to employ a large portion 


following Section, he might have arrived at a consistent theory of 
capital and interest. That is, he would have treated interest as an 
independent payment determined by independent circumstances, 
and not merely of the nature of a surplus. ] 

1 A division not essential, and in which the line of demareation 
cannot be accurately drawn. [The distinction here drawn between 
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of fixed capital: on the contrary, a shoemaker, whose 
capital is chiefly employed in the payment of wages, 
which are expended on food and clothing, commodities 
more perishable than buildings. and machinery, is said 
to employ a large proportion of his capital as circulating 
capital. 

It is also to be observed that the circulating capital may 
‘circulate, or be returned to its employer, in very unequal 
times. The wheat bought by a farmer to sow is com- 
paratively a fixed capital to the wheat purchased by a 
baker to make into loaves. One leaves it in the ground, 
and can obtain no return for a year; the other can get it 
ground into flour, sell it as bread to his customers, and 
have his capital free to renew the same, or commence any 
other employment in a week. 

Two trades then may employ the same amount of capital ; 
but it may be very differently divided with respect to the 
portion which is fixed, and that which is circulating. 

In one trade very little capital may be employed as cir- 
culating capital, that is to say in the support of labour—it 
may be principally invested in machinery, implements, 
buildings, &c., capital of a comparatively fixed and durable 
character. In another trade the same amount of capital 
may be used, but it may be chiefly employed in the support 
of labour, and very little may be invested in implements, 
machines, and buildings. A rise in the wages of labour 


fixed and circulating capital is by no means the same as that made 
by many other writers ; Adam Smith, for instance. 

“ Circulating Capital according to Adam Smith is capital which 
yields a profit by circulating from hand to hand: as wheat, fat 
cattle, coin. - 

“ Fixed Capital according to Adam Smith is capital which yields 
a profit by remaining in the hands of one owner.” Sargant, 
«Recent Political Economy,” p. 26. 

Cf. § 54, “It is difficult to define strictly where the distinction 
between circulating and fixed capital begins; for there are almost 
infinite degrees in the durability of capital.”] 
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cannot fail to affect unequally, commodities produced 
under such different circumstances. 

Again two manufacturers may employ the same amount 
of fixed, and the same amount of circulating capital; but 
the durability of their fixed capitals may be very unequal. 
One may have steam-engines of the value of £10,000, the 
other, ships of the same value. 

If men employed no machinery in production but labour 
only, and. were all the same length of time before they 
brought their commodities to market, the exchangeable 
value of their goods would be precisely in proportion to 
the quantity of labour employed. 

If they employed fixed capital of the same value and of 
the same durability, then, too, the value of the commodities 
produced would be the same, and they would vary with 
the greater or less quantity of labour employed on their 
production. 

§ 18. But although commodities produced under similar 
circumstances, would not vary with respect to each other, 
from any cause but an addition or diminution of the 
quantity of labour necessary to produce one or other of 
them, yet compared with others not produced with the 
same proportionate quantity of fixed capital, they would 
vary from the other cause also which I have before men- 
tioned, namely, a rise in the value of labour, although 
neither more nor less labour were employed in the pro- 
duction of either of them. Barley and oats would con- 
tinue to bear the same relation to each other under any 
variation of wages. Cotton goods and cloth would do the 
same, if they also were produced under circumstances pre- 
cisely similar to each other, but yet with a rise or fall of 
wages, barley might be more or less valuable compared 
with cotton goods, and oats compared with cloth. 

Suppose two men employ one hundred men each for a 
year in the construction of two machines, and another man 
employs the same number of men in cultivating corn, each 
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of the machines at the end of the year will be of the same 
value as the corn, for they will each be produced by the 
same quantity of labour. Suppose one of the owners of 
one of the machines to employ it, with the assistance of 
one hundred men, the following year in making cloth, and 
the owner of the other machine to employ his also, with 
the assistance likewise of one hundred men, in making 
cotton goods, while the farmer continues to employ one 
hundred men as before in the cultivation of corn. During 
the second year they will all have employed the same 
quantity of labour, but the goods and machine together of 
the clothier, and also of the cotton manufacturer, will be 
the result of the labour of two hundred men, employed for 
a year; or, rather, of the labour of one hundred men for 
two years; whereas the corn will be produced by the 
labour of one hundred men for one year, consequently if 
the corn be of the value of £500 the machine and cloth of 
the clothier together, ought to be of the value of £1,000 
and the machine and cotton goods of the cotton manufac- 
turer, ought to be also of twice the value of the corn. But 
they will be of more than twice the value of the corn, for 
the profit on the clothier’s and cotton manufacturer's 
vapital for the first year has been added to their capitals, 
while that of the farmer has been expended and enjoyed. 
On account then of the different degrees of durability of 
their capitals, or, which is the same thing, on account of 
the time which must elapse before one set of commodities 
can be brought to market, they will be valuable, not 
exactly in proportion to the quantity of labour bestowed 
on them—they will not be as two to one, but something 
more, to compensate for the greater leneth of time which 
must elapse before the most valuable can be brought to 
market. 

Suppose that for the labour of each workman £50 per 
annum were paid, or that £5,000 capital were employed 
and profits were 10 per cent., the value of each of the 
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machines as well as of the corn, at the end of the first 
year, would be £5,500. The second year the manufac- 
turers and farmer will again employ £5,000 each in the 
support of labour, and will therefore again sell their goods 
for £5,500, but the men using the machines, to be on a 
par with the farmer, must not only obtain £5,500 for -the 
equal capitals of £5,000 employed on labour, but they 
must obtain a further sum of £550 for the profit on 
£5,500 which they have invested in machinery, and con- 
sequently their goods must sell for £6,050. (Here then 
are capitalists employing precisely the same quantity of 
labour annually on the production of their commodities, 
and yet the goods they produce differ in value on account 
of the different quantities of fixed capital, or accumulated 
labour, employed by each respectively The cloth and 
cotton goods are of the same value, becatse they are the 
produce of equal quantities of labour, and equal quantities 
of fixed capital ; but corn is not of the same value as these 
commodities, because it is produced, as far as regards fixed 
capital, under different circumstances. 

But how will their relative value be affected by arise in 
the value of labour? It is evident that the relative values 
of cloth and cotton goods will undergo no change, for what 
affects one must equally affect the other, under the circum- 
stances supposed: neither will the relative values of wheat 
and barley undergo any change, for they are produced 
under the same circumstances as far as fixed and cireu- 
lating capital are concerned; but the relative value of corn 
to cloth, or to cotton goods, must be altered by a rise of 
labour. 

(There can be no rise in the value of labour without a fall 
of profit; If the corn is to be divided between the farmer 
and the labourer, the larger the proportion that is given to 
the latter, the less will remain forthe former. So if cloth 
or cotton goods be divided between the workman and his 
employer, the larger the proportion given to the former, 
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the less remains for the latter. Suppose then, that owing 
to a rise of wages, profits fall from 10 to 9 per cent., in- 
stead of adding £550 to the common price of their goods 
(to £5,500) for the profits on their fixed capital, the manu- 
facturers would add only 9 per cent. on that sum, or £495, 
consequently the price would be £5,995 instead of £6,050. 
As the corn would continue to sell for £5,500, the manu- 
factured goods in which more fixed capital was employed, 
would fall relatively to corn or to any other goods in which 
a less portion of fixed capital entered. The degree of 
alteration in the relative value of goods, on account of a 
rise or fall of labour, would depend on the proportion 
which the fixed capital bore to the whole capital employed. 
All commodities which are produced by very valuable 
machinery, or in very valuable buildings, or which require 
a great length of time before they can be brought to 
market, would fall in relative value, while all those which 
were chiefly produced by labour, or which would be speedily 
brought to market would rise in relative value. 

The reader, however, should remark, that this cause of 
the variation of commodities is comparatively slight in its 
effects. With such a rise of wages as should occasion a 
fall of one per cent. in profits, goods produced under the 
circumstances I have supposed, vary in relative value only 
one per cent.; they fall with so great a fall of profits from 
£6,050 to £5,995. The greatest effects which could be 
produced on the relative prices of these goods from a rise 
of wages, could not exceed 6 or 7 per cent.; for profits 
could not, probably, under any circumstances, admit of a 
greater general and permanent depression than to that 
amount. 

Not so with the other great cause of the variation in the 
value of commodities, namely, the increase or diminution 
in the quantity of labour necessary to produce them. If 
to produce the corn, eighty, instead of one hundred men, 
should be required, the value of the corn would fall 20 per 
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cent. or from £5,500 to £4,400. If to produce the cloth, 
the labour of eighty instead of one hundred men would 
suffice, cloth would fall from £6,050 to £4,950. An 
alteration in the permanent rate of profits, to any great 
amount, is the effect of causes which do not operate but in 
the course of years; whereas alterations in the quantity 
of labour necessary to produce commodities, are of daily 
occurrence. Every improvement in machinery, in tools, 
in buildings, in raising the raw material, saves labour, and 
enables us to produce the commodity to which the im- 
provement is applied with more facility, and consequently 
its value alters. In estimating, then, the causes of the 
variations in the value of commodities, although it would 
be wrong wholly to omit the consideration of the effect 
produced by a rise or fall of labour,! it would be equally 
incorrect to attach much importance to it;.and con- 
sequently, in the subsequent part of this work, though I 
shall occasionally refer to this cause of variation, I shall 
consider all the great variations which take place in the 
relative value of commodities to be produced by the greater 
or less quantity of labour which may be required from time 
to time to produce them. 

It is hardly necessary to say, that commodities which 
have the same quantity of labour bestowed on their pro- 
duction, will differ in exchangeable value, if they cannot 
be brought to market in the same time. 

Suppose I employ twenty men at an expense of £1,000 
for a year in the production of a commodity, and at the 
end of the year I employ twenty men again for another 
year, at a further expense of £1,000 im finishing or per- 
fecting the same commodity, and that I bring it to market 
at the end-of two years, if profits be 10 per cent., my com- 
modity must sell for £2,310 ; for I have employed £1,000 
capital for one year, and £2,100 capital for one year more. 
Another man employs precisely the same quantity of 


1 [In the value of labour. ] 
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labour, but he employs it all in the first year; he employs 
forty men at an expense of £2,000, and at the end of the 
first year he sells it with 10 per cent. profit, or for £2,200. 
Here then are two commodities having precisely the same 
quantity of labour bestowed on them, one of which sells 
for £2,310—the other for £2,200. 

This case appears to differ from the last, but is, in fact, 
the same. In both cases the superior price of one com- 
modity is owing to the greater length of time which must 
elapse before it can be brought to market. In the former 
case the machinery and cloth were more than double the 
value of the corn, although only double the quantity of 
labour was bestowed on them. In the second case, one com- 
modity is more valuable than the other, although no more 
labour was employed on its production. [The difference 
in value arises in both cases from the profits being accu- 
mulated as capital, and is only a just compensation for the Pas 
time that the profits were withheld. 

It appears then that the division of capital into different 
proportions of fixed and circulating capital, employed in 
different trades, introduces a considerable modification to 
the rule, which is of universal application when labour is 
almost exclusively employed in production ; namely, that 
commodities never vary in value, unless a greater or less 
quantity of labour be bestowed on their production, it 
being shown in this section that without any variation in 
the quantity of labour, the rise of its value merely will 
occasion a fall in the exchangeable value of those goods, 
in the production of which fixed capital is employed; the 
larger the amount of fixed capital, the greater will be the 
fall. 
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SECTION V. 


The principle that value does not vary with the rise or fall of wages, 
modified also by the unequal durability of capital, and by the 
unequal rapidity with which tt is returned to its employer. 


§ 19. In the last section we have supposed that of two 
equal capitals in two different occupations, the proportions 
of fixed and circulating capitals were unequal, now let us 
suppose them to be in the same proportion but of unequal 
durability. In proportion as fixed capital is less durable, 
it approaches to the nature of circulating capital. It will 
be consumed and its value reproduced in a shorter time, m 
order to preserve the capital of the manufacturer. We 
have just seen, that in proportion as fixed capital pre- 
ponderates in a manufacture, when wages rise, the value of 
commodities produced in that manufacture, is relatively 
lower than that of commodities produced in manufactures 
where circulating capital preponderates. In proportion to 
the less durability of fixed capital, and its approach to the 
nature of circulating capital, the same effect will be pro- 
duced by the same cause. 

If fixed capital be not of a durable nature, it will require 
a great quantity of labour annually to keep it in its original 
state of efficiency ; but the labour so bestowed may be con- 
sidered as really expended on the commodity manufactured, 
which must bear a value in proportion to such labour. If 
I had a machine worth £20,000 which with very little 
labour was efficient to the production of commodities, and 
if the wear and tear of such machine were of trifling 
amount, and the general rate of profit 10 per cent., I 
should not require much more than £2,000 to be added 
to the price of the goods, on account of the employment of 
my machine; but if the wear and tear of the machine were 
great, if the quantity of labour requisite to keep it in an 
efficient state were that of fifty men annually, I should 
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require an additional price for my goods, equal to that 
which would be obtained by any other manufacturer who 
employed fifty men in the production of other goods, and 
who used n® machinery at all. 

But a rise in the wages of labour would not equally 
affect commodities produced with machinery quickly con- 
sumed, and commodities produced with machinery slowly 
consumed. In the production of the one, a great deal of 
labour would be continually transferred to the commodity 
-produced—in the other very little would be so transferred. 
Every rise-of wages, therefore, or, which is the same thing, 
every fall of profits, would lower the relative value of those 
commodities which were produced with a capital of a 
durable nature, and would proportionally elevate those 
which were produced with capital more perishable. A fall 
of wages would have precisely the contrary effect. 

I have already said that fixed capital is of various degrees 
of durability—suppose now a machine which could in any 
particular trade be employed to do the work of one hundred 
men for a year, and that it would last only for one year 
Suppose too, the machine to cost £5,000, and the wages 
annually paid to one hundred men to be £5,000, it is 
evident that it would be a matter of indifference to the 

manufacturer whether he bought the machine or employed 
the men. But suppose labour to rise, and consequently 
the wages of one hundred men for a year to amount to 
£5,500, it is obvious that the manufacturer would now no 
longer hesitate, it would be for his interest to buy the 
machine and get his work done for £5,000. But will not 
the machine rise in price, will not that also be worth 
£5,500 in consequence of the rise of labour? It would 
rise in price if there were no stock employed on its con- 
struction, and no profits to be paid to the maker of it. If, 
for example, the machine were the produce of the labour 
of one hundred men, working one year upon it with wages 
of £50 each, and its price were consequently £5,000; 
D 
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should those wages rise to £55, its price would be £5,500, 
put this cannot be the case; less than one hundred men 
are employed or it could not be sold for £5,000, for out of 
the £5,000 must be paid the profits of stock which em- 
ployed the men. Suppose then that only eighty-five men 
were employed at an expense of £50 each, or £4,250 per 
annum, and that the £750 which the sale of the machine 
would produce over and above the wages advanced to the 
men, constituted the profits of the engineer’s stock. When 
wages rose 10 per cent. he would be obliged to employ an 
additional capital of £425 and would therefore employ 
£4,675 instead of £4,250, on which capital he would only 
get a profit of £325 if he continued to sell his machine for 
£5,000; but this is precisely the case of all manufacturers 
and capitalists; the rise of wages affects them all. If 
therefore the maker of the machine should raise the price 
of it in consequence of a rise of wages, an unusual quantity 
of capital would be employed in the construction of such 
machines, till their price afforded only the common rate of 
profits. We see then that machines would not rise in 
price, in consequence of a rise of wages. 

The manufacturer, however, who in a general rise of 
wages, can have recourse to a machine which shall not 
inerease the charge of production on his commodity, would 
enjoy peculiar advantages if he could continue to charge 
the same price for his goods; but he, as we have already 
seen, would be obliged to lower the price of his com- 


1 We here see why it is that old countries are constantly im- 
pelled to employ machinery, and new countries to employ labour. 
With every difficulty of providing for the maintenance of men, 
labour necessarily rises, and with every rise in the price of labour, 
new temptations are offered to the use of machinery. This diffi- 
culty of providing for the maintenance of men is in constant 
operation in old countries, in new ones a very great increase in 
the population may take place without the least rise in the wages 
of labour. It may be as easy to provide for the 7th, 8th, and 9th 
million of men as for the 2nd, 3rd, and 4th. 7 
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modities, or capital would flow to his trade till his profits 
had sunk to the general level. Thus then is the public 
benefited by machinery: these mute agents are always the 
produce of much less labour than that which they displace, 
even when they are of the same money value. Through 
their influence, an increase in the price of provisions which 
raises wages will affect fewer persons; it will reach, as in 
the above instance, eighty-five men instead of a hundred, 
and the saving which is the consequence, shows itself in 
the reduced price of the commodity manufactured. 
Neither machines, nor the commodities made by them, 
rise in real value, but all commodities made by machines 
fall, and fall in proportion to their durability. 

§ 20. It will be seen, then, that in the early stages of 
society, before much machinery or durable capital is used, 
the commodities produced by equal capitals will be nearly 
of equal value, and will rise or fall only relatively to each 
other on account of more or less labour being required for 
their production; but after the introduction of these ex- 
pensive and durable instruments, the commodities pro- 
duced by the employment of equal capitals will be of very 
unequal value; and although they will still be liable to 
rise or fall relatively to each other, as more or less labour 
becomes necessary to their production, they will be subject 
to another, though a minor variation, also, from the rise 
or fall of wages and profits. Since goods which sell for 

£5,000 may be the produce of a capital equal in amount 
to that from which are produced other goods which sell 

for £10,000, the profits on their manufacture will be the 
same; but those profits would be unequal, if the prices of 
the goods did not vary with a rise or fall in the rate of 
profits. ad 

It appears, too, that in proportion to the durability of 

capital employed in any kind of production, the relative 
rices of those commodities on which such durable capital 
is employed, will vary inversely as wages; they will fall 
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aw wages rise, and rise as wages fall; and, on the contrary, 
thowo which are produced chiefly by labour with less fixed 
capital, or with fixed capital of a less durable character 
than tho medium in which prico is estimated, will rise as 
wagos vino, and fall as wagos fall, 


SHOTION VI. 
On an invaviable measure af value? 


§ 21, When commodities varied in relative value, it 
would bo dosimble to have the moans of ascertaining which 
of them foll and which rose in real value, and this could 
bo offeetod only by comparing them one after another with 
somo invariable standard moasure of value, which should 
itwolf bo subjoct to none of tho fluctuations to which other 
commoditios are exposed, Of such a measure it is im- 
possible to be possessed, hocause there is no commodity 
which ix not itself exposed to tho same variations as the 
things, the value of which is to bo aseortained; that is, 
thore is none which is not subject to require more or less 
labour for its production, But if this cause of variation 
in the value of a medium could be removed—if it were 
poasible that in the production of our money for instance, 
tho samo quantity of Labour should at all times be required, 
atill i} would not be a perfect standard or invariable 
moasuro of yaluo, because, as T have alroady endeavoured 
to oxplain, it would bo subject to relative variations from 
arise or fall of wages, on account of tho different propor. 
tions of tixed capital which might be necessary to produce 
it, and to produce those other commodities whose altora. 
tion of value we wishod to ascertain, Tb might be subject 
to variations too, from the same cause, on account of the 
difforont dogroos of durability of the fixed capital employed 


1 (With thia seetion of $96, and indood the rext of o, xx] 
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on it, and the commodities to be compared with it—or 
the time necessary to bring the one to market, might be 
longer or shorter than the time necessary to bring the 
other commodities to market, the variations of which were 
to be determined ; all which circumstances disqualify any 
commodity that can be thought of from being a perfeetly 
accurate measure of value. 

Tf, for example, we were to fix on gold as a standard, it 
is evident that it is but a commodity obtained under the 
same contingencies as every other commodity, and re- 
quiring labour and fixed capital to produce it. Like every 
other commodity, improvements in the saving of labour 
might be applied to its production, and consequently it 
might fall in relative value to other things merely on 
account of the greater facility of producing it. 

If we suppose this cause of variation to be removed, and 
the same quantity of labour to be always required to 
obtain the same quantity of gold, still gold would not be 
a perfect measure of value, by which we could accurately 
ascertain the variations in all other things, because it 
would not be produced with precisely the same combina- 
tions of fixed and circulating capital as all other things ; 
nor with fixed capital of the same durability; nor would 
it require precisely the same length of time, before it could 
be brought to market. It would be a perfect measure of 
value for all things produced under the same circum- 
stances precisely as itself, but for no others, Tf, for 
example, it were produced under the same circumstances 
as we have supposed necessary to produce cloth and cotton 
goods, it would be a perfect measure of value for those 
things, but not so for corn, for coals, and other com- 
modities produced with either a less or a greater propor- 
tion of fixed capital, because, as we have shown, every 
alteration in the permanent rate of profits would have 
some effect on the relative value of all these goods, inde- 
pendently of any alteration in the quantity of labour 
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employed on their production. If gold were produced 
under the same circumstances as corn, even if they never 
changed, it would not, for the same reasons, be at all times 
a perfect measure of the value of cloth and cotton goods. 
Neither gold then, nor any other commodity, can ever be a 
perfect measure of value for all things ; but I have already 
remarked, that the effect on the relative prices of things, 
from a variation in profits, is comparatively slight ; that 
by far the most important effects are produced by the 
varying quantities of labour required for production ; and 
therefore, if we suppose this important cause of variation 
removed from the production of gold, we shall probably 
possess as near an approximation to a standard measure of 
value as can be theoretically conceived. May not gold be 
considered as a commodity produced with such propor- 
tions of the two kinds of capital as approach nearest to the 
average quantity employed in the production of most com- 
modities? May not these proportions be so nearly equally 
distant from the two extremes, the one where little fixed 
capital is used, the other where little labour is employed, 
as to form a just mean between them ? 

If, then, I may suppose myself to be possessed of a 
standard so nearly approaching to an invariable one, the 
advantage is, that I shall be enabled to speak of the varia- 
tions of other things, without embarrassing myself on 
every occasion with the consideration of the possible 
alteration in the value of the medium in which price and 
value are estimated. 

To facilitate, then, the object of this enquiry, although 
I fully allow that money made of gold is subject to most 
of the variations of other things, I shall suppose it to be 
mvariable, and therefore all alterations in price to be 
occasioned by some alteration in the value of the com- 
modity of which I may be speaking. 

Before I quit this subject, it may be proper to observe, 
that Adam Smith, and all the writers who have followed 
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him, have, without one exception that I know of-main- 
tained that a rise in the price of labour would be uniformly 
followed by a rise in the price of all commodities? I hope 
I have succeeded in showing, that there are no grounds for 
such an opinion, and that only those commodities would 
rise which had less fixed capital employed upon them than 
the medium in which price was estimated, and that all 
those which had more, wonld positively fall in price when 
wages rose. On the contrary, if wages fell, those com- 
modities only would fall, which had a less proportion of 
fixed capital employed on them, than the medium in which 
price was estimated; all those which had more, would 
positively rise in price. 

It is necessary for me also to remark, that I have not 
said, because one commodity has so much labour bestowed 
upon it as will cost £1,000 and another so much as will 
cost £2,000 that therefore one would be of the value of 
£1,000 and the other of the value of £2,000, but I have 
said that their value will be to each other as two to one, 
and that in those proportions they will be exchanged. It 
is of no importance to the truth of this doctrine, whether 
one of these commodities sells for £1,100 and the other 
for £2,200, or one for £1,500 and the other for £3,000; 
into that question I do not at present inquire; I affirm 
only, that their relative values will be governed by 
the relative quantities of labour bestowed on their pro- 
duction.! 


? Mr. Malthus remarks on this doctrine, ‘‘ We have the power 
indeed, arbitrarily, to call the labour which has been employed 
upon a commodity its real value, but in so doing, we use words in 
a different sense from that in which they are customarily used ; 
we confound at once the very important distinction between cost 
and value; and render it almost impossible to explain with clear- 
ness, the main stimulus to the production of wealth, which in 
fact depends upon this distinction.” [‘‘ Principles of Political 

Economy,” (1820) ¢ ii., see. 1, p. 61.] 

_ Mr. Malthus appears to think that it is a part of my doctrine, 


~ 


A 


40 POLITICAL ECONOMY. [CHAP. I. 


SECTION VIL. 


Different effects from the alteration in the value of money, the 
medium in which PRICE is always expressed, or from the altera- 
tion in the value of the commodities which money purchases. 


§ 22. Although I shall, as I have already explained, 
have occasion to consider money as invariable in value, for 
the purpose of more distinctly pointing out the causes of 
relative variations in the value of other things, it may be 
useful to notice the different effects which will follow from 
the prices of goods being altered by the causes to which I 
have already adverted, namely, the different quantities of 
labour required to produce them, and their being altered 
by a variation in the value of money itself. 

Money, being a variable commodity, the rise of money- 
wages will be frequently occasioned by a fall in the value 
of money. A rise of wages from this cause will, indeed, 
be invariably accompanied by a rise in the price of com- 
modities ; but in such cases, it will be found that labour 
and all commodities have not varied in regard to each 
other, and that the variation has been confined to money. 

Money, from its bemg a commodity obtained from a 
foreign country, from its being the general medium of 
exchange between all civilized countries, and from its 
being also distributed among those countries m propor- 
tions which are ever changing with every improvement in 
commerce and machinery, and with every increasing diffi- 
culty of obtaining food and necessaries for an increasing 
population, 1s subject to mecessant variations. In stating 


that the cost and value ot a thing should be the same—it is, if he 
means by cost, ‘“‘cost ot production, ' including profits. In the 
above passage, this is what he does not mean, and therefore he has 
not clearly understood me. 
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the principles which regulate exchangeable value and price, 
we should carefully distinguish between those variations 
which belong to the commodity itself, and those which are 
sccasioned by a variation in the medium in which value is 
estimated, or price expressed. 

§ 23. A rise in wages, from an alteration in the value of 
money, produces a general effect on price, and for that 
reason it produces no real effect whatever on profits. On 
the contrary, a rise of wages, from the circumstance of the 
labourer being more liberally rewarded, or from a difficulty 
of procuring the necessaries on which wages are expended, 
loes not, except in some instances, produce the effect of 
raising price, but has a great effect in lowering profits. 
In the one case, no greater proportion of the annual labour 
of the country is devoted to the support of the labourers ; 
in the other case, a larger portion is so devoted. 

It is according to the division of the whole produce of 
the land of any particular farm, between the three classes 
of landlord, capitalist, and labourer, that we are to judge 
of the rise or fall of rent, profit, and wages, and not accord- 
ng to the value at which that produce may be estimated 
na medium which is confessedly variable. 

It is not by the absolute quantity of produce obtained 
by either! class, that we can correctly judge of the rate of 
profit, rent, and wages, but by the quantity of labour 
equired to obtain that produce. By improvements in 
machinery and agriculture, the whole produce may be 
loubled; but if wages, rent, and profit be also doubled, 
hese three will bear the same proportions to one another 
vs before, and neither could be said to have relatively 
varied. But if wages partook not of the whole of this 
nerease; if they, instead of being doubled, were only 
ncreased one-half; if rent, instead of being doubled, were 
mly increased three-fourths, and the remaining increase 
vent to profit, it would, I apprehend, be correct for me to 


1 [Sie.] 
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say, that rent and wages had fallen while profits had risen; 
for if we had an invariable standard by which to measure 
the value of this produce, we should find that a less value 
had fallen to the class of labourers and landlords, and a 
greater to the class of capitalists, than had been given 
before. We might find, for example, that though the ab- 
solute quantity of commodities had been doubled, they 
were the produce of precisely the former quantity of 
labour. Of every hundred hats, coats, and quarters of 
corn produced, if 


The labourers had before 25 


he dlandilonds sss meee 26 
And the capitalists . . 50 
100: 


And if, after these commodities were double the quantity, 
of every 100 


The labourers had only . 22 


The landlords... . 22 
And the capitalists . . 56 
100: 


In that case I should say, that wages and rent had fallen 
and profits risen ; though, in consequence of the abundance 
of commodities, the quantity paid to the labourer and 
landlord would have increased in the proportion of 25 to 
44, Wages are to be estimated by their real value, viz., 
by the quantity of labour and capital employed in pro- 
ducing them, and not by their nominal value either in 
coats, hats, money, or corn. Under the circumstances I 
have just supposed, commodities would have fallen to 
half their former value, and if money had not varied, to 
half their former price also. If then in this medium. 
which had not varied in value, the wages of the labourer 
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ould be found to have fallen, it will not the less be a 
il fall, because they might furnish him with a greater 
antity of cheap commodities than his former wages. 
The variation in the value of money, however great, 
ukes no difference in the rate of profits; for suppose the 
ods of the manufacturer to rise from £1000 to £2000, 
100 per cent., if his capital, on which the variations of 
mney have as much effect as on the value of produce, if 
; machinery, buildings, and stock in trade rise also 100 
r cent., his rate of profits will be the same, and he will 
ve the same quantity, and no more, of the produce of 
> labour of the country at his command. 

If, with a capital of a given value, he can, by economy 
labour, double the quantity of produce, and it fall to 
lf its former price, it will bear the same proportion to 
> capital that produced it which it did before, and con- 
juently profits will still be at the same rate. 

If, at the same time that he doubles the quantity of 
»duce by the employment of the same capital, the value 
money is by any accident lowered one half, the produce 
1 sell for twice the money value that it did before; but 
» capital employed to produce it will also be of twice its 
mer money value; and therefore in this case too, the 
ue of the produce will bear the same proportion to the 
ue of the capital as it did before; and although the 
duce be doubled, rent, wages, and profits will only vary 
the proportions vary, in which this double produce may 
divided among the three classes that share it. 


CHAPTER II.—ON RENT. 


§ 24. 

[‘ remains however to be considered, whether the appre 

priation of land, and the consequent creation of ren 
will occasion any variation in the relative value of com 
modities, independently of the quantity of labour necessar 
to production. In order to understand this part of tl 
subject, we must enquire into the nature of rent, and tk 
laws by which its rise or fall is regulated. 

Rent is that portion of the produce of the earth, whic 
is paid to the landlord for the use of the original an 
indestructible powers of the soil.' 

It is often, however, confounded with the interest an 
profit of capital, and, in popular language, the term 
applied to whatever is annually paid by a farmer to h 
landlord. If, of two adjoining farms of the same exter 
and of the same natural fertility, one had all the conver 
ences of farming buildings, and, “besides, were proper 
drained and manured, and advantageously divided by hedge 
fences, and walls, while the other had none of these adva. 
tages, more remuneration would naturally be paid for t! 
use of one, than for the use of the other; yet in both cas 
this remuneration would be called rent. But it is evider 
that a portion only of the money annually to be paid f 
the improved farm, would be given for the original a 
indestructible powers of the soil; the other portion wou 


' [This definition is very laxly worded and inaccurate. In t 
first place, Rent is only paid for powers exceeding those of the la 
just worth cultivation. In the second place, the powers are ¢ 
tainly not indestructible. ] 
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2 paid for the use of the capital which had been employed 
| ameliorating the quality of the land, and in erecting 
ich buildings as were necessary to secure and preserve 
le produce. Adam Smith sometimes speaks of rent, in 
le strict sense to which I am desirous of confining it, but 
ore often in the popular sense, in which the term is 
sually employed. He tells us, that the demand for 
mber, and its consequent high price, in the more southern 
untries of Hurope, caused a rent to be paid for forests 
. Norway, which could before afford no rent.! Is it not, 
ywever, evident, that the person who paid what he thus 
lls rent, paid it in consideration of the valuable com- 
odity which was then standing on the land, and that he 
tually repaid himself with a profit, by the sale of the 
mber? If, indeed, after the timber was removed, any 
mypensation were paid to the landlord for the use of the 
nd, for the purpose of growing timber or any other pro- 
1¢e, with a view to future demand, such compensation 
ight justly be called rent, because it would be paid for 
e productive powers of the land; but in the case stated 
y Adam Smith, the compensation was paid for the liberty 
‘removing and selling the timber, and not for the liberty 
growing it. He speaks also of the rent of coal mines, 
1d of stone quarries,’ to which the same observation. 
yplies—that the compensation given for the mine or 
iarry, is paid for the value of the coal or stone which 
n be removed from them, and has no connection with the 
iginal and indestructible powers of the land. This is a 
stinction of great importance, in an inquiry concerning 
nt and profits; for it is found, that the laws which 
gulate the progress of rent, are widely different from 
ose which regulate the progress of profits, and seldom 
erate in the same direction. In all improved countries, 
at which is annually paid to the landlord, partaking 
both characters, rent and profit, is sometimes kept 


i: (Bk. i. @: xi. pp. 61 b, 62\a,] 7 [Bk i.e, x1, p. 70.a.] 
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stationary by the effects of opposing causes ; at other tim 
advances or recedes, as one or the other of these causes pri 
ponderates. In the future pages of this work, then, whet 
ever I speak of the rent of land, I wish to be understood 
speaking of that compensation, which is paid to the owner 
land for the use of its original and indestructible powers 

x § 25. On the first settling of a country, in which the 
is an abundance of rich and fertile land, a very small pr 
portion of which is required to be cultivated for the suppo: 
of the actual population, or indeed can be cultivated wit 
the capital which the population can command, there wi 
be no rent; for no one would pay for the use of land, whe 
there was an abundant quantity not yet appropriated, an 
therefore, at the disposal of whosoever might choose 1 
cultivate it. 

On the common principles of supply and demand, r 
rent could be paid for such land, for the reason stated wk 
nothing is given for the use of air and water, or for ar 
other of thé gifts of nature which exist in boundle: 
quantity. With a given quantity of materials, and wit 
the assistance of the pressure of the atmosphere, and tl 
elasticity of steam, engines may perform work, and abrids 
human labour to a very great extent; but no charge 
made for the use of these natural aids, because they a: 
inexhaustible, and at every man’s disposal. In the san 
manner the brewer, the distiller, the dyer, make incessai 
use of the air and water for the production of their cor 
modities; but as the supply is boundless, they bear r 
price! If all land had the same properties, if it wer 
unlimited in quantity, and uniform in quality, no charg 


‘ «The earth, as we have already seen, is not the only agent. 
nature which has a productive power; but it is the only one, « 
nearly so, that one set of men take to themselves, to the exclusic 
of others; and of which, consequently, they can appropriate tl 
benefits. The waters of rivers, and of the sea, by the power whic 
they have of giving movement to our machines, carrying our boat 
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yuld be made for its use, unless where 1t possessed peculiar 
lvantages of situation. It is only, then, because land 
not unlimited in quantity and uniform in quality, and 
ecause in the progress of population, land of an inferior 
uality, or less advantageously situated, is called into 
ultivation, that rent is ever paid for the use of it. When 
1 the progress of society, land of the second degree of 
rtility is taken into cultivation, rent immediately com- 
.ences on that of the first quality, and the amount of that 
ant will depend on the difference in the quality of these 
wo portions of land. 

When land of the third quality is vaken into cultivation, 
ant immediately commences on the second, and, it is 
sculated as before, by the difference in their productive 
owers. At the same ‘time, the rent of the first quality 
ill rise, for that must always be above the rent of the 
acond, by the difference between the produce which they 
ield with a given quantity of capital and labour. With 
very step in the progress of population, which shall oblige 
country to have recourse to land of a worse quality, to 
nable it to raise its supply of food, rent, on all the more 
artile land, will rise. 

Thus suppose land—No. 1, 2, 3—to yield, with an equal 
mployment of capital and labour, a net produce of 100, 
0, and 80 quarters of corn. In a new country, where 
here is an abundance of fertile land compared with the 
opulation, and where therefore it is only necessary to 
ultivate No. 1, the whole net produce will belong to the 
ultivator, and will be the profits of the stock which he 
dvances. As soon as population had so far increased as 
) make it necessary to cultivate No. 2, from which ninety 


ourishing our fish, have also a productive power; the wind which 
ims our mills, and even the heat of the sun, work for us ; but 
appily no one has yet been able to say, the ‘ wind and the sun are 
line, and the service which they render must be paid for.’”— 
conomie Politique, par J. B. Say, vol. ii. p. 124. 
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quarters only can be obtained after supporting th 
labourers, rent would commence on No. 1; for eithe 
there must be two rates of profit on agricultural capita 
or ten quarters, or the value of ten quarters must be with 
drawn from the produce of No. 1, for some other purpose 
Whether the proprietor of the land, or any other persor 
cultivated No. 1, these ten quarters would equally con 
stitute rent; for the cultivator of No. 2 would get th 
same result with his capital, whether he cultivated No. 1 
paying ten quarters for rent, or continued to cultivat 
No. 2, paying no rent. In the same manner it might b 
shown that when No. 3 is brought into cultivation, th 
rent of No. 2 must be ten quarters, or the value of te 
quarters, whilst the rent of No. 1 would rise to twent; 
quarters ; for the cultivator of No. 3 would have the sam 
profits whether he paid twenty quarters for the rent o 
No. 1, ten quarters for the rent of No. 2, or cultivate 
No. 3 free of all rent. 

§ 26. It often, and, indeed, commonly happens, tha 
before No. 2,3, 4, or 5, or the inferior lands are cultivated 
capital can be employed more productively on those land 
which are already in cultivation. It may perhaps b 
found, that by doubling the original capital employed 03 
No. 1, though the produce will not be doubled, will not b 
increased by 100 quarters, it may be increased by eighty 
five quarters, and that this quantity exceeds what could b 
obtained by employing the same capital, on land No. 3. 

In such case, capital will be preferably employed oa th 
old land, and will equally create a rent; for rent is alway 
the difference between the produce obtained by the em 
ployment of two equal quantities of capital and labo 
If with a capital of £1,000, a tenant obtain 100 quarter 
of wheat from his land, and by the employment of a secon: 
capital of £1,000, he obtain a further return of eighty-five 
his landlord would have the power at the expiration of hi 
lease, of obliging him to pay fifteen quarters, or an equiva 
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lent value for additional rent; for there cannot be two 
rates of profit. If he is satisfied with a diminution of 
fifteen quarters in the return for his second £1,000, it is 
because no employment more profitable can be found for 
it. The common rate of profit would be in that propor- 
tion, and if the original tenant refused, some other person 
would be found willing to\ give all which exceeded that 
rate of profit to the owner of the land from which he 
derived it. 

In this case, as well as in the other, the capital last _ 

employed pays no rent. For the greater productive powers _ 
of the first £1, 000, fifteen quarters is _paid_for rent, for 
the employment: of the second £1,000 no rent whatever is 
paid. If a third £1,000 be employed on the same land, 
with a return of seventy-five quarters, rent will then be 
paid for the second £1,000, and will be equal to the dif- 
ference between the produce of these two, or ten quarters; 
und at the same time the rent of the first £1,000 will rise 
‘rom fifteen to twenty-five quarters; while the last £1,000 
will pay no rent whatever. 
(ie, tl then, good land existed in’a quantity much more 
ubundant than the production of food for an increasing 
opulation required, or if capital could be indefinitely em- 
loyed without a diminished return on the old land, there 
ould be no rise of rent; for rent invariably proceeds from 
he employment of an additional quantity of labour with a 
sroportionally less return. 

§ 27. The most fertile, and most favourably situated, 
and will be first cultivated, and the exchangeable value of 


ts produce will be adjusted in n the same manner as the 
xchangeable value of all other commodities, by the total 
juantity of labour necessary in various forms from first to 
ast, to produce it, and bring it to market. When land of 
n ‘inferior quality is taken into cultivation, the exchange- 
ble value of raw produce will rise, because more labour is 
equired to produce it. 

pee ie i 
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The exchangeable value of all commodities, whether they 
be manufactured, or the produce of the mines, or the 
produce of land, is always regulated, not by the less 
quantity of labour that will suffice for their production 
under circumstances highly favourable, and exclusively 
enjoyed by those who have peculiar facilities of produc- 
tion; but by the greater quantity of labour necessarily 
bestowed on their production by those who have no such 
facilities ; by those who continue to produce them under 
the most unfavourable circumstances ; meaning,—by the 
most unfavourable circumstances, the most unfavourable 
under which the quantity of produce required, renders it 
necessary to carry on the production. 

Thus, in a charitable institution, where the poor are set 
to work with the funds of benefactors, the general prices 
of the commodities, which are the produce of such work, 
will not be governed by the peculiar facilities afforded to 
these workmen, but by the common, usual, and natural 
difficulties, which every other mauufacturer will have to 
encounter. The manufacturer enjoying none of these 
facilities might indeed be driven altogether from the 
market, if the supply afforded by these favoured workmen 
were equal to all the wants of the community; but if he 
continued the trade, it would be only on condition that he 
should derive from it the usual and general rate of profits 
on stock ; and that could only happen when his commodity 
sold for a price proportioned to the quantity of labour 
bestowed on its production.’ 


1 Has not M. Say forgotten, in the following passage, that it is 
the cost of production which ultimately regulates price? ‘‘The 
produce of labour employed on the land has this peculiar property, 
that it does not become more dear by becoming more scarce, be- 
cause population always diminishes at the same time that food 
diminishes, and consequently the quantity of these products de- 
manded, diminishes at the same time as the quantity supplied. 
Besides, it is not observed that corn is more dear in those places 
where there is plenty of uncultivated land, than in completely 
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It is true, that on the best land, the same produce 
would still be obtained with the same labour as before, 
but its value would be enhanced in consequence of the 
diminished returns obtained by those who employed fresh 
labour and stock on the less fertile land. Notwithstand- 
ing, then, that the advantages of fertile over inferior lands 
are in no case lost, but only transferred from the culti- 
vator, or consumer, to the landlord, yet, since more labour 
is required on the inferior lands, and since it is from such 
land only that we are enabled to furnish ourselves with the 
additional supply of raw produce, the comparative value 
of that produce will continue permanently above its former 
level, and make it exchange for more hats, cloth, shoes, 
etc., etc., in the production of which no such additional 
quantity of labour is required. 

The reason then, why raw produce rises in comparative 
value, is because more labour is employed in the produc- 
tion of the last portion obtained, and not because a rent is 
paid to the landlord. The value of corn is regulated by 
the quantity of labour bestowed on its production on that 
quality of land, or with that portion of capital, which pays 
no rent. Corn is not high because a rent is paid, but a 


cultivated countries. England and France were much more im- 
perfectly cultivated in the middle ages than they are now; they 
produced much less raw produce: nevertheless from all that we 
can judge by a comparison with the value of other things, corn was 
not sold at a dearer price. If the produce was less, so was the 
population ; the weakness of the demand compensated the feeble- 
ness of the supply.” [Supply—approvisionnement.] Vol. ii. 338. 
Correct reference, p. 337, note ».] M. Say being impressed with 
he opinion that the price of commodities is regulated by the price 
of labour, and justly supposing that charitable institutions of all 
sorts tend to increase the population beyond what it otherwise 
would be, and therefore to lower wages, says, ‘I suspect that the 
cheapness of the goods, which come from England, is partly caused 
by the numerous charitable institutions which exist in that 
ountry.” Vol. ii. 277. [Note '.] This is a consistent opinion in 
ne who maintains that wages regulate price. 
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rent is paid because corn is high; and it has been justly 
observed, that no reduction would take place in the price 
of corn, although landlords should forego the whole of 
their rent. Such a measure would only enable some 
farmers to live like gentlemen, but would not diminish the 
quantity of labour necessary to raise raw produce on the 
least productive land in cultivation. 

§ 28. Nothing is more common than to hear of the 
advantages which the land possesses over every other 
source of useful produce, on account of the surplus which 
it yields in the form of rent. Yet when land is most 
abundant, when most productive, and most fertile, it 
yields no rent; and it is only when its powers decay, and 
less is yielded in return for labour, that a share of the 
original produce of the more fertile portions is_set apart 
for rent. It is singular that this quality in the land, 
which should have been noticed as an imperfection, com- 
pared with the natural agents by which manufacturers are 
assisted, should have been pointed out as constituting its 
peculiar pre-eminence. If air, water, the elasticity of 
steam, and the pressure of the atmosphere, were of various 
qualities ; if they could be appropriated, and each quality 
existed only in moderate abundance, they, as well as the 
land, would afford a rent, as the successive qualities were 
brought into use." With every worse quality employed 
the value of the commodities in the manufacture of whick 
they were used, would rise, because equal quantities 0: 
labour would be less productive. Man would do more by 
the sweat of his brow, and nature perform less; and the 
land would be no longer pre-eminent for its limitec 
powers. 

If the surplus produce which land affords in the forn 


1 [To some extent they are so appropriated. Particular atmo 
spheres, because the opportunity of enjoying them is confined t 
those in possession of the land—other natural forces temporaril; 
by patent rights. ] 
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of rent bean advantage, it is desirable that, every year, 
the machinery newly constructed should be less efficient 
than the old, as that would undoubtedly give a greater 
exchangeable value to the goods manufactured, not only 
by that machinery but by all the other machinery in the 
kingdom; and a rent would be paid to all those who pos- 
sessed the most productive machinery. ! 


1 «Tn agriculture too,” says Adam Smith, ‘‘nature labours 
along with man; and though her labour costs no expense, its 
produce has its value, as well as that of the most expensive work- 
man.” The labour of nature is paid, not because she does much, 
but because she does little. In proportion as she becomes niggardly 
in her gifts, she exacts a greater price for her work. Where she 
is munificently beneficent, she always works gratis. ‘‘ The labour- 
ing cattle employed in agriculture, not only occasion, like the 
workmen in manufactures, the reproduction of a value equal to 
their own consumption, or to the capital which employs them, 
together with its owner’s profits, but of a much greater value. 
Oyer and above the capital of the farmer and all its profits, they 
regularly occasion the reproduction of the rent of the landlord. 
This rent may be considered as the produce of those powers of 
nature, the use of which the landlord lends to the farmer. It 
is greater or smaller according to the supposed extent of those 
powers, or in other words, according to the supposed natural or 
improved fertility of the land. It is the work of nature which 
remains, after deducting or compensating everything which can be 
regarded as the work of man. It is seldom less than a fourth, and 
frequently more than a third of the whole produce. No equal 
quantity of productive labour employed in manufactures, can ever 
occasion so great a reproduction. In them nature does nothing, 
man does all ; and the reproduction must always be in proportion 
to the strength} of the agents that occasion it. The capital em- 
ployed in agriculture, therefore, not only puts into motion a greater 
yuantity of productive labour than any equal capital employed in 
manufactures, but in proportion too, to the quantity of the pro- 
ductive labour which it employs, it adds a much greater value to 
the annual produce of the land and labour of the country, to the 
real wealth and revenue of its inhabitants. Of all the ways in 
which a capital can be employed, it is by far the most advantageous 
to the society.” —Bk. ii. ec. v. p. 15. [p. 149.] 

Does nature nothing for man in manufactures? Are the powers 
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§ 29. The rise of rent is always the effect of the in- 
creasing wealth of the country, and of the difficulty of 
providing food for its augmented population. It is a 
symptom, but it is never a cause of wealth; for wealth 
often increases most rapidly while rent is either stationary, 
or even falling. Rent increases most rapidly, as the dis- 
posable land decreases in its productive powers. Wealth 
increases most rapidly in those countries where the dis- 
posable land is most fertile, where importation is least 
restricted, and where through agricultural improvements, 
productions can be multiplied without any increase in the 
proportional quantity of labour, and where consequently 
the progress of rent is slow. 


of wind and water, which move our machinery, and assist naviga- 
tion, nothing? The pressure of the atmosphere and the elasticity 
of steam, which enable us to work the most stupendous engines— 
are they not the gifts of nature? to say nothing of the effects of 
the matter of heat in softening and melting metals, of the decom- 
position of the atmosphere in the process of dying and fermenta- 
tion. There is not a manufacture which can be mentioned, in 
which nature does not give her assistance to man, and give it too, 
generously and gratuitously. 

In remarking on the passage which I have copied from Adam 
Smith, Mr. Buchanan observes, ‘‘I+have endeavoured to show, 
in the observations on productive and unproductive labour, con- 
tained in the fourth volume, that agriculture adds no more to the 
national stock than any other sort of industry. In dwelling on 
the reproduction of rent as so great an advantage to society, Dr. 
Smith does not reflect that rent is the effect of high price, and that 
what the landlord gains in this way, he gains at the expense of the 
community at large. There is no absolute gain to the society by 
the reproduction of rent; it is only one class profiting at the 
expense of another class. The motion of agriculture yielding a 
produce, and a rent in consequence, because nature concurs with 
human industry in the process of cultivation, is a mere fancy. It 
is not from the produce, but from the price at which the produce 
is sold, that the rent is derived ; and this price is got not because 
nature assists in the production, but because it is the price which 
suits the consumption to the supply.” [Smith ed. Buchanan, 
vol. ii. p. 55, ef. c. xxvi. note 1.] 
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If the high price of corn were the effect, and not the 
cause of rent, price would be proportionally influenced as 
rents were high or low, and rent would be a component 
part of price. But that corn which is produced by the 
greatest quantity of labour is the regulator of the price of 
corn; and rent does not and cannot enter in the least 
degree as a component part of its price." Adam Smith, 
therefore, cannot be correct in supposing that the original 
rule which regulated the exchangeable value of commo- 
dities, namely, the comparative quantity of labour by 
which they were produced, can be at all altered by the 
appropriation of land and the payment of rent. Raw 
material enters into the composition of most commodities, 
but the value of that raw material, as well as corn, is 
regulated by the productiveness of the portion of capital 
last employed on the land, and paying no rent; and 
therefore rent is not a component part of the price of 
commodities. 

§ 30. We have been hitherto considering the effects of 
the natural progress of wealth and population on rent, in 
a country in which the land is of variously productive 
powers; and we have seen, that with every portion of ad- 
ditional capital which it becomes necessary to employ on 
the land with a less productive return, rent would rise. It 
follows from the same principles, that any circumstances 
in the society which should make it unnecessary to employ 
the same amount of capital on the land, and which should 
therefore make the portion last employed more productive, 
would lower rent. Any great reduction in the capital of 
a country, which should materially diminish the funds 
destined for the maintenance of labour, would naturally 
have this effect. Population regulates itself by the funds 
which are to employ it, and therefore always increases or 
diminishes with the increase or diminution of capital. 

1 The clearly understanding this principle is, I am persuaded, of 
the utmost importance to the science of political economy. 
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Every reduction of capital is therefore necessarily followed 
by a less effective demand for corn, by a fall of price, and 
by diminished cultivation. In the reverse order to that in 
which the accumulation of capital raises rent, will the 
diminution of it lower rent. Land of a less unproductive 
quality will be in succession relinquished, the exchange- 
able value of produce will fall, and land of a superior 
quality will be the last land cultivated, and that which will 
then pay no rent. 

§ 81. The same effects may however be produced, when 
the wealth and population of a country are increased, if 
that increase is accompanied by such marked improve- 
ments in agriculture, as shall have the same effect of 
diminishing the necessity of cultivating the poorer lands, 
or of expending the same amount of capital on the culti- 
vation of the more fertile portions.’ 

If a million of quarters of corn be necessary for the 
_ support of a given population, and it be raised on land of 
the qualities of No. 1, 2,3; and if an improvement be 
afterwards discovered by which it can be raised on No. 1 
and 2, without employing No. 3, it is evident that the 
immediate effect must be a fall of rent; for No. 2 in- 
stead of No. 3, will then be cultiyated without paying 
any rent; and the rent of No. 1, instead of being the 
difference between the produce of No. 3 and No. 1, will be 
the difference only between No. 2and 1. With the same 
population, and no more, there can be no demand for any 
additional quantity of corn; the capital and labour em- 
ployed on No. 8 will be devoted to the production of other 
commodities desirable to the community, and can have no 
effect in raising rent, unless the raw material from which 
they are made cannot be obtained without employing 
capital less advantageously on the land, in which case 
No. 3 must again be cultivated. 

It is undoubtedly true, that the fall in the relative price 

* (Cf. § 117 and Appendix B.] 
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of raw produce, in consequence of the improvement in 
agriculture, or rather in consequence of less labour being 
bestowed on its production, would naturally lead to in- 
creased accumulation; for the profits of stock would be 
greatly augmented. This accumulation would lead to an 
increased demand for labour, to higher wages, to an in- 
creased population, to a further demand for raw produce, 
and to an increased cultivation. It is only, however, after 
the increase in the population, that rent would be as high 
as before; that is to say, after No. 3 was taken into 
cultivation. A considerable period would have elapsed, 
attended with a positive diminution of rent. 

But improvements in agriculture are of two kinds: 
those which increase the productive powers of the land, 
and those which enable us, by improving our machinery, 
to obtain its produce with less labour. They both lead to 
a fall in the price of raw produce; they both affect rent, 
but they do not affect it equally. If they did not occasion 
a fall in the price of raw produce, they would not be im- 
provements ; for it is the essential quality of an improve- 
ment to diminish the quantity of labour before required 
to produce acommodity ; and this diminution cannot take 
place without a fall of its price or relative value. 

The improvements which increased the productive 
powers of the land, are such as the more skilful rotation 
of crops, or the better choice of manure. These improve- 
ments absolutely enable us to obtain the same produce 
from a smaller quantity of land. If, by the introduction 
of a course of turnips, I can feed my sheep besides raising 
my corn, the land on which the sheep were before fed 
becomes unnecessary, and the same quantity of raw pro- 
duce is raised by the employment of a less quantity of 
land. If I discover a manure which will enable me to 
make a piece of land produce 20 per cent. more corn, I 
may withdraw at least a portion of my capital from the 
most unproductive part of my farm. But, as I before 
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observed, it is not necessary that land should be thrown 
out of cultivation, in order to reduce rent: to produce this 
effect, it is sufficient that successive portions of capital are 
employed on the same land with different results, and 
that the portion which gives the least result should be 
withdrawn. If, by the introduction of the turnip hus- 
bandry, or by the use of a more invigorating manure, I 
can obtain the same produce with less capital, and with- 
out disturbing the difference between the productive 
powers of the successive portions of capital, I shall lower 
rent ; for a different and more productive portion will be 
that which will form the standard from which every other 
will be reckoned. If, for example, the successive portions 
of capital yielded 100, 90,80, 70; whilst I employed these 
four portions, my rent would be 60, or the difference 
between 


70 and 100=30 100 
70 and 90=20 90 
70 and 80=10 | whilst the produce 80 
would be 340 70 

60 340 


and while I employed these portions, the rent would 
remain the same, although the produce of each should 
have an equal augmentation. If, instead of 100, 90, 80, 70, 
the produce should be increased to 125, 115, 105, 95, the 
rent would still be 60, or the difference between 


95 and 125=30 125 
95 and 115=20 | whilst the produce 115 
95 and 105=10 + would be increased | 105 
— | to 440. 95 
60 a 


But with such an increase of produce, without an increase 
of demand," there could be no motive for employing so 


! I hope I am not understood as undervaluing the importance of 
all sorts of improvements in agriculture to landlords—their im- 
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much capital on the land; one portion would be with- 
drawn, and consequently the last portion of capital would 
yield 105 instead of 95, and rent would fall to 30, or the 
difference between 


105 and 125=20 | whilst the produce will be still { 125 
105 and 115=10 | adequate to the wants of the 
— | population, for it would be 345 105 
30 } quarters, or "345 


the demand being only for 340 quarters. 

But there are improvements which may lower the rela- 
tive value of produce without lowering the corn rent, 
though they will lower the money rent of land. Such 
improvements do not increase the productive powers of 
the land ; but they enable us to obtain its produce with 
less labour. They are rather directed to the formation of 
the capital applied to the land, than to the cultivation of 
the land itself. Improvements in agricultural imple- 
ments, such as the plough and the thrashing machine, 
economy in the use of horses employed in husbandry, and 
a better knowledge of the veterinary art, are of this 
nature. Less capital, which is the same thing as less 
labour, will be employed on the land; but to obtain the 
same produce, less land cannot be cultivated. Whether 
improvements of this kind, however, affect corn rent, must 
depend on the question, whether the difference between 
the produce obtained by the employment of different 
portions of capital be increased, stationary, or diminished. 
If four portions of capital, 50, 60, 70, 80, be employed on 
the land, giving each the same results, and any improve- 
ment in the formation of such capital should enable me to 


mediate effect is to lower rent ; but as they give a great stimulus 
to population, and at the same time enable us to cultivate poorer 
lands, with less labour, they are ultimately of immense advantage 
to landlords. A period, however, must elapse, during which they 
are positively injurious to him, [For discussion of this point, see 
Appendix B.] 


60 POLITICAL ECONOMY. [ CHAP. II. 


withdraw 5 from each, so that they should be, 45, 55, 65, 
and 75, no alteration would take place in the corn rent; 
but if the improvements were such as to enable me to 
make the whole saving on that portion of capital, which is 
least productively employed, corn rent would immediately 
fall, because the difference between the capital most pro- 
ductive, and the capital least productive, would be dimi- 
nished; and it is this difference which constitutes rent,’ 

Without multiplying instances, I hope enough has been 
said to show, that whatever diminishes the inequality in 
the produce obtained from successive portions of capital 
employed on the same or on new land, tends to lower rent ; 
and that whatever increases that inequality, necessarily 
produces an opposite effect, and tends to raise it. 

In speaking of the rent of the landlord, we have rather 
considered it as the proportion of the produce, obtained 
with a given capital on any given farm, without any re- 
ference to its exchangeable value; but since the same 
cause, the difficulty of production, raises the exchangeable 
value of raw produce, and raises also the proportion of raw 
produce paid to the landlord for rent, it is obvious that 
the landlord is doubly benefited by difficulty of produc- 
tion. First he obtains a greater share, and secondly the 
commodity in which he is paid is of greater value.” 

1 [CE § 56.] 

2 To make this obvious, and to show the degrees in which corr 
and money rent will vary, let us suppose that the labour of ter 
men will, on land of a certain quality, obtain 180 quarters o 
wheat, and its value to be £4 per quarter, or £720; and that th 
labour of ten additional men will, on the same or any other land 
produce only 170 quarters in addition ; wheat would rise from £ 
to £4 4s. 8d. for 170: 180:: £4: £4 ds, 8d.; or, as in the produc 
tion of 170 quarters, the labour of 10 men is necessary in one case 
and only of 9.44 in the other, the rise would be as 9.44 to 10, or a 
£4 to £4 4s. 8d. If 10 men be further employed, and the return b 

160, the price will rise to £4 10 0 
150, ay ” 416 0 
140, ” ” £5 210 
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Now if no rent was paid for the land which yielded 180 quarters, 
when corn was at £4 per quarter, the value of 10 quarters would 
be paid as rent when only 170 could be procured, which, at 
£4 4s. 8d. would be £42 7s. 6d. 


20 quarters when 160 were produced, which at £4 10s. would 
be £90. 

30 quarters when 150 were produced, which at £4 16s. would 
be £144. 

40 quarters when 140 were produced, which at £5 2s. 10d. 
would be £205 13s. 4d. 


100 100 
Corn rent would increase | 200 | and money rent in the } 212 
in the proportion of 300 proportion of 340 


400 485 


CHAPTER III.—ON THE RENT OF MINES. 


§ 32. 
HE metals, like other things, are obtained by labour. 
Nature, indeed, produces them ; but it is the labour 
of man which extracts them from the bowels of the earth, 
and prepares them for our service. 

Mines, as well as land, generally pay a rent to their 
owner; and this rent, as well as the rent of land, is the 
effect, and never the cause of the high value of their 
produce,’ 

Tf there were abundance of equally fertile mines, which 
anyone might appropriate, they could yield no rent; the 
value of their produce would depend on the quantity of 
labour necessary to extract the metal from the mine and 
bring it to market. 

But there are mines of various qualities, affording very 
different results, with equal quantities of labour. The 
metal produced from the poorest mine that is worked, 
must at least have an exchangeable value, not only suffi- 
cient to procure all the clothes, food, and other necessaries 
consumed by those employed in working it, and bringing 
the produce to market, but also to afford the common and 
ordinary profits to him who advances the stock necessary 


' [In writing thus Ricardo is speaking of rent in its strict sense 
and not of that ‘rent of mines” which includes a payment that 
as a “ compensation given for the mine or quarry, is paid for the 
value of the coal or stone which can be removed from them, and 
has no connexion with the original and indestructible powers of 
the land” (§ 24)). 
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to carry on the undertaking.! The return for capital from 
the poorest mine paying no rent, would regulate the rent 
of all the other more productive mines. This mine is 
supposed to yield the usual profits of stock. All that the 
other mines produce more than this, will necessarily be 
paid to the owners for rent. Since this principle is pre- 
cisely the same as that which we have already laid down 
respecting land, it will not be necessary further to enlarge 
on it. 

It will be sufficient to remark, that the same general 
rule which regulates the value of raw produce and manu- 
factured commodities, is applicable also to the metals; 
their value depending not on the rate of profits, nor on 
the rate of wages, nor on the rent paid for mines, but on 
the total quantity of labour necessary to obtain the metal, 
and to bring it to market. 

Like every other commodity, the value of the metals is 
subject to variation. Improvements may be made in the 
implements and machinery used in mining, which may 
considerably abridge labour; new and more productive 
mines may be discovered, in which, with the same labour, 
more metal may be obtained; or the facilities of bringing 
it to market may be increased. In either of these cases 
the metals would fall in value, and would therefore ex- 
change for a less quantity of other things. On the other 
hand, from the increasing difficulty of obtaining the metal, 

occasioned by the greater depth at which the mine must 
be worked, and the accumulation of water, or any other 
contingency, its value compared with that of other things, 
might be considerably increased. 

It has therefore been justly observed, that however 
honestly the coin of a country may conform to its standard, 
money made of gold and silver is still liable to fluctuations 
in value, not only to accidental and temporary, but to per- 


1 [In actual fact it must also compensate for damage done to the 
property by removal of coal or other minerals. ] 
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manent and natural variations, in the same manner as 
other commodities. 

By the discovery of America and the rich mines in 
which it abounds, a very great effect was produced on the 
natural price of the precious metals. This effect is by 
many supposed not yet to have terminated. It is pro- 
bable, however, that all the effects on the value of the 
metals, resulting ftom the discovery of America have long 
ceased; and if any fall has of late years taken place in 
their value, it is to be attributed to improvements in the 
mode of working the mines. 

From whatever cause it may have proceeded, the effect 
has been so slow and gradual, that little practical incon- 
venience has been felt from gold and silver being the 
general medium in which the value of all other things is 
estimated. Though undoubtedly a variable measure of 
value, there is probably no commodity subject to fewer 
variations. This and the other advantages which these 
metals possess, such as their hardness, their malleability, 
their divisibility, and many more, have justly secured the 
preference everywhere given to them, as a standard for the 
money of civilised countries. 

If equal quantities of labour, with equal quantities of 
fixed capital, could at all times obtain, from that mine 
which paid no rent, equal quantities of gold, gold would be 
as nearly an invariable measure of value, as we could in 
the nature of things possess. The quantity indeed would 
enlarge with the demand, but its value would be invari- 
able, and it would be eminently well calculated to measure 
the varying value of all other things. I have already in a 
former part of this work considered gold as endowed with 
this uniformity, and in the following chapter I shall con- 
tinue the supposition. In speaking therefore of varying 
price, the variation will be always considered as being in 
the commodity, and never in the medium in which it is 
estimated. 


CHAPTER IV.—ON NATURAL AND MARKET 
PRICE. 


§ 33. 

ie making labour the foundation of the value of com- 

modities, and the comparative quantity of labour which 
is necessary to their production, the rule which determines 
the respective quantities of goods which shall be given in 
exchange for each other, we must not be supposed to deny 
the accidental and temporary deviations of the actual or 
market price of commodities from this, their primary and 
natural price. 

In the ordinary course of events, there is no commodity 
which continues for any length of time to be supplied pre- 
cisely in that degree of abundance, which the wants and 
wishes of mankind require, and therefore there is none 
which is not subject to accidental and temporary variations 
of price. 

It is only in consequence of such variations, that capital 

is apportioned precisely, in the requisite abundance and no 
more, to the production of the different commodities which 
happen to be in demand. With the rise or fall of price, 
profits are elevated above, or depressed. below their general 
level, and capital is either encouraged to enter into, or is 
warned to depart from the particular employment in which 
the variation has taken place.’ 

Whilst every man is free to employ his capital where he 


1 [As Dr. Schiiffle points out in ‘‘ The Quintessence of Socialism ” 
(Engl. ed., c. vii.), any Socialistic system which neglects this con- 
sideration is predestined to failure. ] 
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pleases, he will naturally seek for it that employment 
which is most advantageous; he will naturally be dissatis- 
fied with a profit of 10 per cent., if by removing his 
capital he can obtain a profit of 15 per cent. This rest- 
less desire on the part of all the employers of stock, to quit 
a less profitable for a more advantageous business, has a 
strong tendency to equalize the rate of profits of all, or to 
fix them in such proportions, as may in the estimation of 
the parties, compensate for any advantage which one may 
have, or may appear to have over the other. It is per- 
haps very difficult to trace the steps by which this change 
is effected: it is probably effected, by a manufacturer not 
absolutely changing his employment, but only lessening 
the quantity of capital he has in that employment. In all 
rich countries, there is a number of men forming what is 
called the monied class; these men are engaged in no 
trade, but live on the interest of their money, which is 
employed in discounting bills, or in loans to the more 
industrious part of the community. The bankers too 
employ a large capital on the same objects. The capital 
so employed forms a circulating capital of a large amount, 
and is employed, in larger or smaller proportions, by all 
the different trades of a country. There is perhaps no 
manufacturer, however rich, who limits his business to 
the extent that his own funds alone will allow: he has 
always some portion of this floating capital, increasing or 
diminishing according to the activity of the demand for his 
commodities. When the demand for silks increases, and 
that for cloth diminishes, the clothier does not remove 
with his capital to the silk trade, but he dismisses some 
of his workmen, he discontinues his demand for the loan 
from bankers and monied men; while the case of the 
silk manufacturer is the reverse: he wishes to employ more 
workmen, and thus his motive for borrowing is increased : 
he borrows more, and thus capital is transferred from one 
employment to another, without the necessity of a manu. 
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facturer discontinuing his usual occupation. When we look 
to the markets of a large town, and observe how regularly 
they are supplied both with home and foreign commodities, 
in the quantity in which they are required, under all the cir- 
cumstances of varying demand, arising from the caprice of 
taste, or a change in the amount of population, without 
often producing either the effects of a glut from a too 
abundant supply, or an enormously high price from the 
supply being unequal to the demand, we must confess that 
the principle which apportions capital to each trade in the 
precise amount that it is required, is more active than 
is generally supposed.’ 

§ 34. A capitalist, in seeking profitable employment for 
his funds, will naturally take imto consideration all the 
advantages which one occupation possesses over another. 
He may therefore be willing to forego a part of his money 
profit, in consideration of the security, cleanliness, ease, or 
any other real or fancied advantage which one employ- 
Ment may possess over another. 

If from a consideration of these circumstances, the 
profits of stock should be so adjusted, that in one trade 
they were 20, in another 25, and in another 30 per cent., 
they would probably continue permanently with that rela- 
tive difference, and with that difference only ; for if any 
cause should elevate the profits of one of these trades 10 
per cent., either these profits would be temporary, and 
would soon again fall back to their usual station, or the 
profits of the others would be elevated in the same pro- 
portion. 

1 [This subject has been treated of at some length by Bagehot, 
“<Postulates of Pol. Econ.,” p. 71, etc. Perhaps the chief means 
for allowing of the mobility of capital may be classed under four 
heads. 

i. Gradual withdrawal of capital and re-employment. 

ii. Young men going into business with capital. 

iii. Ordinary operations of loan market. 

iv. Speculative fund. ] 
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The present time appears to be one of the exceptions to 
the justness of this remark. The termination of the war 
‘has so deranged the division which before existed of em- 
ployments in Europe, that every capitalist has not yet 
found his place in the new division which has now become 
necessary. 

Let us suppose that all commodities are at their natural 
price, and consequently that the profits of capital in all 
employments are exactly at the same rate, or differ only so 
much as, in the estimation of the parties, is equivalent to 
any real or fancied advantage which they possess or forego. 
Suppose now that a change of fashion should increase the 
demand for silks, and lessen that for woollens; their 
natural price, the quantity of labour necessary to their 
production, would continue unaltered, but the market price 
of silks would rise, and that of woollens would fall; and 
consequently the profits of the silk manufacturer would be 
above, whilst those of the woollen manufacturer would be 
below, the general and adjusted rate of profits. Not only 
the profits, but the wages of the workmen, would be 
alfected in these employments. This increased demand for 
silks would however soon be supplied, by the transference 
of capital and labour from the woollen to the silk manu- 
facture; when the market prices of silks and woollens 
would again approach their natural prices, and then the 
usual profits would be obtained by the respective manu- 
facturers of those commodities. 

Tt is then the desire, which every capitalist has, of divert- 
ing his funds from a less to a more profitable employment, 
that prevents the market price of commodities from con- 
tinuing for any length of time either much above, or much 
below their natural price. It is this competition which so 
adjusts the changeable value of commodities, that after 
paying the wages for the labour necessary to their pro- 
duction, and all other expenses required to put the capital 
employed in its original state of efficiency, the remaining 
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value or overplus will in each trade be in proportion to the 
value of the capital employed. 

In the seventh chapter ' of the “ Wealth of Nations,” all 
that concerns this question is most ably treated. Having 
fully acknowledged the temporary effects which, in par- 
ticular employments of capital, may be produced on the 
prices of commodities, as well as on the wages of labour, 
and the profits of stock, by accidental causes, witiout 
influencing the general price of commodities, wages, or 
profits, since these effects are equally operative in all 
stages of society, we will leave them entirely out of our 
consideration,’ whilst we are treating of the laws which 
regulate natural prices, natural wages and natural profits, 
effects totally independent of these accidental causes. In 
speaking then of the exchangeable value of commodities, 
or the power of purchasing possessed by any one com- 
modity, I mean always that power which it would possess, 
if not disturbed by any temporary or accidental cause, 
and which is its natural price. 


1 (Bk. i] 

2 [** You have always in your mind the immediate and temporary 
effects of particular changes, whereas I put these immediate and 
temporary effects quite aside, and fix my whole attention on the 
permanent state of things which will result from them. Perhaps 
you estimate these temporary effects too highly, whilst I am too 
much disposed to undervalue them.”—Letter of Ricardo to Malthus, 
24 Jan., 1817, Letters, p. 127.] 


CHAPTER V.—ON WAGES. 


§ 35. 

 Bisatider like all other things which are purchased 

and sold, and which may be increased or diminished 
in quantity, has its natural and its market price. The 
natural price of labour is that price which is necessary to 
enable the labourers, one with another, to subsist and 
to perpetuate their race, without either increase or dimi- 
nution,' 

The power of the labourer to support himself, and the 
family which may be necessary to keep up the number of 
labourers, does not depend on the quantity of money which 
he may receive for wages, but on the quantity of food, 
necessaries, and conveniences become essential to him from 
habit, which that money will purchase. The natural price 
of labour, therefore, depends on the price of the food, 
necessaries, and conveniences required for the support of 
the labourer and his family. With a rise in the price of 
food and necessaries, the natural price of labour will rise; 
with the fall in their price, the natural price of labour 
will fall. 

With the progress of society the natural price of labour 
has always a tendency to rise, because one of the principal 
commodities by which its natural price is regulated, has a 
tendency to become dearer, from the greater difficulty of 
producing it. As, however, the improvements in agricul- 
ture, the discovery of new markets, whence provisions may 
be imported, may for a time counteract the tendency to a 


1 fe. in the same position of life or comfort. ] 
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rise in the price of necessaries, and may even occasion 
their natural price to fall, so will the same causes produce 
the correspondent effects on the natural price of labour. 

The natural price of all commodities, excepting raw pro- 
duce and labour, has a tendency to fall, in the progress of 
wealth and population ; for though, on one hand, they are 
enhanced in real value, from the rise in the natural price 
of the raw material of which they are made, this is more 
than counterbalanced by the improvements in machinery, 
by the better division and distribution of labour, and by 
the increasing skill, both in science and art, of the pro- 
ducers. 

§ 86. The market price of labour is the price which is 
really paid for it, from the natural operation of the pro- 
portion of the supply to the demand; labour is dear when 
it is scarce, and cheap when it is plentiful. However much 
the market price of labour may deviate from its natural 
price, it has, like commodities, a tendency to conform 
to it. 

It is when the market price of labour exceeds its natural 
price, that the condition of the labourer is flourishing and 
happy, that he has it in his power to command a greater 
proportion of the necessaries and enjoyments of life, and 
therefore to rear a healthy and numerous family. When, — 
however, by the encouragement which high wages’ give to 
the increase of population, the number of labourers is in- 
creased, wages again fall to their natural price, and indeed 
from a re-action sometimes fall below it. 

§ 87. When the market price of labour is below its 
natural price, the condition of the labourers is most 
wretched: then poverty deprives them of those comforts 
which custom renders absolute necessaries. It is only 


1 [In this place Ricardo uses the words ‘“‘high wages,” not as 
indicating, as in most other instances, a high proportion of the total 
produce, but a large quantity of necessaries, luxuries, ete. Cf. 
Senior, “Pol. Econ.,” p. 143.] 
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after their privations have reduced their number, or the 
demand for labour has increased, that the market price of 
labour will rise to its natural price, and that the labourer 
will have the moderate comforts which the natural rate of 
wages will afford. 

Notwithstanding the tendency of wages to conform to 
their natural rate, their market rate may, in an improving 
society, for an indefinite period, be constantly above it; 
for no sooner may the impulse, which an increased capital 
gives to a new demand for labour, be obeyed, than another 
increase of capital may produce the same effect ; and thus, 
if the increase of capital be gradual and constant, the 
demand for labour may give a continued stimulus to an 
increase of people. 

Capital is that part of the wealth of a country which is 
employed in production, and consists of food, clothing, 
tools, raw materials, machinery, etc., necessary to give 
effect to labour.} 

Capital may increase in quantity at the same time that 
its value rises. An addition may be made to the food and 
clothing of a country, at the same time that more labour 
may be required to produce the additional quantity than 
before; in that case not only the quantity, but the value 
of capital will rise. 

Or capital may increase without its value increasing, and 
even while its value is actually diminishing ; not only may 
an addition be made to the food and clothing of a country, 
but the addition may be made by the aid of machinery, 
without any increase, and even with an absolute diminution 
in the proportional quantity of labour required to produce 
them. The quantity of capital may increase, while neither 
the whole together, nor any part of it singly, will have a 
greater value than before, but may actually have a less. 

In the first case, the natural price of labour, which 


1 [For an account of various definitions of capital, Schénberg, 
pp. 171-173.) 
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always depends on the price of food, clothing, and other 
necessaries, will rise; in the second, it will remain 
stationary, or fall;‘ but in both cases the market rate of 
wages will rise, for in proportion to the increase of capital 
will be the increase in the demand for labour; in propor- 
tion to the work to be done will be the demand for those 
who are to do it. 

In both cases too the market price of labour will rise 
above its natural price; and in both cases it will have a 
tendency to conform to its natural price, but in the first 
case this agreement will be most speedily effected. The 
situation of the labourer will be improved, but not much 
improved ; for the increased price of food and necessaries 
will absorb a large portion of his increased wages; con- 
sequently a small supply of labour, or a trifling increase in 
the population, will soon reduce the market price to the 
then increased natural price of labour. 

In the second case, the condition of the labourer will be 
very greatly improved; he will receive increased money 
wages, without having to pay any increased price, and 
perhaps even a diminished price for the commodities which 
he and his family consume; and it will not be till after a 
great addition has been made to the population, that the 
market price of labour will again sink to its then low and 
reduced natural price. 

Thus, then, with every improvement of society, with 
every increase in its capital, the market wages of labour 
will rise; but the permanence of their rise will depend on 
the question, whether the natural price of labour has also 
risen ; and this again will depend on the rise in the natural 
price of those necessaries on which the wages of labour are 
expended. 


1 [The meaning given by Ricdrdo to the term “ price of labour” 
must be borne in mind. He is far from meaning that a fall in the 
natural price of labour involves a diminution in the amount of 
comforts, etc., received. ] 
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Tt is not to be understood that the natural price of 
labour, estimated even in food and necessaries, is absolutely 
fixed and constant. It varies at different times im the 
same country, and very materially differs in different 
countries! It essentially depends on the habits and 
customs of the people. An English labourer would con- 
sider his wages under their natural rate, and too scanty to 
support a family, if they enabled him to purchase no other 
food than potatoes, and to live in no better habitation 
than a mud cabin; yet these moderate demands of nature 
are often deemed sufficient in countries where “ man’s life 
is cheap,” and his wants easily satisfied. Many of the 
conveniences now enjoyed in an English cottage, would 
have been thought luxuries at an earlier period of our 
history.” 

From manufactured commodities always falling, and 
raw produce always rising, with the progress of society, 
such a disproportion in their relative value is at length 
created, that in rich countries a labourer, by the sacrifice 
of a very small quantity only of his food, is able to pro- 
vide liberally for all his other wants. 

Independently of the variations in the value of money, 


1 «The shelter and the clothing which are indispensable in one 
country may be no way necessary in another ; and a labourer in 
Hindostan may continue to work with perfect vigour, though re- 
ceiving, as his natural wages, only such a supply of covering as 
would be insufficient to preserve a labourer in Russia from perishing. 
Even in countries situated in the same climate, different habits of 
living will often occasion variations in the natural price of labour, 
as considerable as those which are produced by natural causes.”— 
p. 68, “An Essay on the External Corn Trade,” by R. Torrens, 
Esq. ~ 

The whole of this subj 
Torrens. 

2 [This passage and others like it are always or nearly always 
forgotten by those who speak with abhorrence of that which they 
term Ricardo’s ehernes Gesetz. It is however most important. ] 


ect is most ably illustrated by Colonel 
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which necessarily affect money wages, but which we have 
here supposed to have no operation, as we have considered 
money to be uniformly of the same value, it appears then 
that wages are subject to a rise or fall from two causes: 

Ist. The supply and demand of labourers. 

Qndly. The price of the commodities on which the wages 

of labour are expended.! 

§ 38. In different stages of society, the accumulation of 
capital, or of the means of employing labour, is more or 
less rapid, and must in all cases depend on the productive 
powers of labour. The productive powers of labour are 
generally greatest when there is an abundance of fertile 
land: at such periods accumulation is often so rapid, that 
labourers cannot be supplied with the same rapidity as 
capital. 

Tt has been calculated, that under favourable circum- 
stances population may be doubled in twenty-five years; 
but under the same favourable circumstances, the whole 
capital of a country might possibly be doubled in a shorter 
period. In that case, wages during the whole period would 
have a tendency to rise, because the demand for labour 
would increase still faster than the supply. 

In new settlements, where the arts and knowledge of 
countries far advanced in refinement are introduced, it is 
probable that capital has a tendency to increase faster than 
mankind: and if the deficiency of labourers were not 
supplied by more populous countries, this tendency would 
very much raise the price of labour. In proportion as 
these countries become populous, and land of a worse 
quality is taken into cultivation, the tendency to an in- 
crease of capital diminishes; for the surplus produce re- 
maining, after satisfying the wants of the existing popu- 


1 [In this connection it is well to recall the prominence given by 
Ricardo to the changes in the Standard of Comfort. These changes 
are ever taking place, and in consequence it would be well to insert 
@ mention of it in this second cause. ] 
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lation, must necessarily be in proportion to the facility of 
production, viz., to the smaller number of persons employed 
in production. Although, then, it is probable, that under 
the most favourable circumstances, the power of production 
is still greater than that of population, it will not long’ 
continue so; for the land being limited in quantity, and 
differing in quality, with every increased portion of capital 
employed on it, there will be a decreased rate of produc- 
tion, whilst the power of population continues always the 
same. 

In those countries where there is abundance of fertile 
land, but where, from the ignorance, indolence, and bar- 
barism of the inhabitants, they are exposed to all the evils 
of want and famine, and where it has been said that 
population presses against the means of subsistence, a 
very different remedy should be applied from that which 
is necessary in long settled countries, where, from the 
diminishing rate of the supply of raw produce, all the 
evils of a crowded population are experienced. In the one 
case, the evil proceeds from bad government, from the 
insecurity of property, and from a want of education in al 
ranks of the people. To be made happier they require 
only to be better governed and instructed, as the augmen- 
tation of capital, beyond the augmentation of people, would 
be the inevitable result. No increase in the population can 
be too great, as the powers of production are still greater: 
In the other case, the population increases faster than the 
funds required for its support. Every exertion of industry, 
unless accompanied by a diminished rate of increase in the 
population, will add to the evil, for production cannot 
keep pace with it. 

With a population pressing against the means of sub. 
sistence, the only remedies are either a reduction of people 


1 [Till a certain limit in cultivation is reached, increased culti 
vation by no means implies a diminution in the rate of return. 
Thus this too emphatic statement requires some qualification. ] 
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or a more rapid accumulation of capital. In rich countries, 
where all the fertile land is already cultivated, the latter 
remedy is neither very practicable nor very desirable, be- 
cause its effect would be, if pushed very far, to render all 
classes equally poor. But in poor countries, where there 
are abundant means of production in store, from fertile 
land not yet brought into cultivation, it is the only safe 
and efficacious means of removing the evil, particularly as 
its effect would be to elevate all classes of the people. 

The friends of humanity cannot but wish that in all 
countries the labouring classes should have a taste for 
comforts and enjoyments, and that they should be stimu- 
lated by all legal means in their exertions to procure them. 
There cannot be a better security against a superabundant 
population. In those countries, where the labouring 
classes have the fewest wants, and are contented with the 
cheapest food, the people are exposed to the greatest 
vicissitudes and miseries. They have no place of refuge 
from calamity; they cannot seek safety in a lower station; 
they are already so low, that they can fall no lower. On 
any deficiency of the chief article of their subsistence, 
there are few substitutes of which they can avail them- 
selves, and dearth to them is attended with almost all the 
evils of famine. 

§ 39. In the natural advance of society, the wages of 
labour will have a tendency to fall, as far as they are 
regulated by supply and demand; for the supply of 
labourers will continue to increase at the same rate, whilst 
the demand for them will increase at a slower rate. If, 
for instance, wages were regulated by a yearly increase of 
capital, at the rate of 2 per cent., they would fall when it 
accumulated only at the rate of 1} per cent. They would 
fall still lower when it increased only at the rate of 1, or 4 
per cent., and would continue to do so until the capital be- 
came stationary, when wages also would become stationary, 
and be only sufficient to keep up the numbers of the actual 
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population. I say that, under these circumstances, wages 
would fall, if they were regulated only by the supply and 
demand of labourers, but we must not forget, that wages 
are also regulated by the prices of the commodities on 
which they are expended. 

As population increases, these necessaries will be con- 
stantly rising in price, because more labour will be 
necessary to produce them. If, then, the money wages of 
labour should fall, whilst every commodity on which the 
wages of labour were expended rose, the labourer would be 
doubly affected, and would be soon totally deprived of 
subsistence. Instead, therefore, of the money wages of 
labour falling, they would rise; but they would not rise 
sufficiently to enable the labourer to purchase as many 
comforts and necessaries as he did before the rise in the 
price of those commodities. If his annual wages were 
before £24, or six quarters of corn when the price was EA 
per quarter, he would probably receive only the value of 
five quarters when corn rose to £5 per quarter. But five 
quarters would cost £25; he would therefore receive an 
addition in his money wages, though with that addition he 
would be unable to furnish himself with the same quantity 
of corn and other commodities, which he had before con- 
sumed in his family. 

Notwithstanding, then, that the labourer would be really 
worse paid, yet this increase in his wages would necessarily 
diminish the profits of the manufacturer; for his goods 
would sell at no higher price, and yet the expense of pro- 
ducing them would be increased. This, however, will be 
considered in our examination into the principles which 
regulate profits. 

It appears, then, that the same cause which raises rent, 
namely, the increasing difficulty of providing an additional 
quantity of food with the same proportional quantity of 
labour, will also raise wages; and therefore if money be of 
an unvarying value, both rent and wages will have a 
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tendency to rise with the progress of wealth and popula- 
tion. 

But there is this essential difference between the rise of 
rent and the rise of wages. The rise in the money value 
of rent is accompanied by an increased share of the pro- 
luce; not only is the landlord’s money rent greater, but 
his corn rent also; he will have more corn, and each 
Jefined measure of that corn will exchange for a greater 
juantity of all other goods which have not been raised in 
value. The fate of the labourer will be less happy; he 
will receive more money wages, it is true, but his corn 
wages will be reduced; and not only his command of corn, 
put his general condition will be deteriorated, by his find- 
ng it more difficult to maintain the market rate of wages 
ubove their natural rate. While the price of corn rises 10 
per cent., wages will always rise less than 10 per cent., 
but rent will always rise more; the condition of the 
labourer will generally decline, and that of the landlord 
will always be improved. 

When wheat was at £4 per quarter, suppose the 
labourer’s wages to be £24 per annum, or the value of six 
yuarters of wheat, and suppose half his wages to be ex- 
pended on wheat, and the other half, or £12, on other 
things. He would receive 


£24 14s, £4 4s, 8d. 5°83 qrs. 
£25 10s. when wheat | £4 10s. or the 5°66 qrs. 
£26 8s. was at £4 16s. value of | 5°50 qrs. 
£27 8s. 6d. £5 2s. 10d. 5°33 qrs. 


He would receive these wages to enable him to live just 
1s well, and no better, than before; for when corn was at 
£4 per quarter, he would expend for three quarters of 
orn, at £4 per quarter. . . ... . £12 
and on other things . .. . . £12 


£24 
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When wheat was £4 4s. 8d., three quarters, which he and 


his family consumed, would cost him . . . £12 14s. 
other things not altered in price . . . . . £12 Os. 
£24 148. 
When at £4 10s., three len of wheat would 
cost. . . fe kc: Wee ue te Reese lor 
and other ee othe AES. U5. GUE COE ey eee I aeOgs 
£25 10s. 
When at £4 16s., three quarters of wheat. . £14 8s. 
Othersthings{/\; ) lt yey ee EL RO 
£26 8s. 
When at £5 2s. 10d., three eve of wheat ies 
Costin pe. 2 St Aa oo Me Geer LonSa 
Other things: "ist Ase S| SE ee eee Lanse a 
£27 8s. 6d. 


Tn proportion as corn became dear, he would receive less 
corn wages, but his money wages would always increase, 
whilst his enjoyments, on the above supposition, would be 
precisely the same. But as other commodities would be 
raised in price in proportion as raw produce entered into 
their composition, he would have more to pay for some of 
them. Although his tea, sugar, soap, candles, and house 
rent, would probably be no dearer, he would pay more for 
his bacon, cheese, butter, linen, shoes, and cloth; and 
therefore, even with the above increase of wages, his! 
situation would be comparatively worse. 

§ 40. But it may be said that I have been considering 
the effect of wages on price,’ on the supposition that gold, 

1 [It would be better to say “the connection of wages with 
price,” since it is Ricardo’s particular contention that wages have 


no effect on price. On this point see De Quincey, “ Dialogues of 
Three Templars,”— Dialogue I.] 
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or the metal from which money is made, is the produce of 
the country in which wages varied; and that the con- 
sequences which I have deduced agree little with the actual 
state of things, because gold is a metal of foreign produc- 
tion. The circumstance, however, of gold being a foreign 
production, will not invalidate the truth of the argument, 
because it may be shown, that whether it were found at 
home, or were imported from abroad, the effects ultimately 
and, indeed, immediately would be the same. 

When wages rise, it is generally because the increase of 
wealth and capital have* occasioned a new demand for 
labour, which will infallibly be attended with an increased 
production of commodities. ‘To circulate these additional 
commodities, even at the same prices as before, more 
money is required, more of this foreign commodity from 
which money is made, and which can only be obtained by 
importation. Whenever a commodity is required in 
greater abundance than before, its relative value rises 
comparatively with those commodities with which its pur- 
chase is made. If more hats were wanted, their price 
would rise, and more gold would be given for them. If 
more gold were required, gold would rise, and hats would 
fall in price, as a greater quantity of hats and of all other 
things would then be necessary to purchase the same 
quantity of gold. But in the case supposed, to say that 
commodities will rise, because wages rise, is to affirm a 
positive contradiction; for we first say that gold will rise 
in relative value in consequence of demand, and secondly, 
that it will fall in relative value because prices will rise, 
two effects which are totally incompatible with each other. 
To say that commodities are raised in price, is the same 
thing as to say that money is lowered in relative value ; 
for it is by commodities that the relative value of gold is 
estimated. If then all commodities rose in price, gold 
could not come from abroad to purchase those dear com- 

. [Has. ] 
G 
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modities, but it would go from home to be employed with 
advantage in purchasing the comparatively cheaper foreign 
commodities. It appears, then, that the rise of wages will 
not raise the prices of commodities, whether the metal from 
which money is made be produced at home or in a foreign 
country. All commodities cannot rise at the same time 
without an addition to the quantity of money. This 
addition could not be obtained at home, as we have already 
shown; nor could it be imported from abroad. To pur- 
chase any additional quantity of gold from abroad, com- 
modities at home must be cheap, not dear. The importa- 
tion of gold, and a rise in the price of all home-made 
commodities with which gold is purchased or paid for, are 
effects absolutely incompatible. The extensive use of 
paper money does not alter this question, for paper money 
conforms, or ought to conform, to the value of gold, and 
therefore its value is influenced by such causes only as 
influence the value of that metal. 

These then are the laws by which wages are regulated, 
and by which the happiness of far the greatest part of 
every community is governed. Like all other contracts, 
wages should be left to the fair and free competition of 
the market, and should never be controlled by the inter- 
ference of the legislature. 

§ 41. The clear and direct tendency of the poor laws, is 
in direct opposition to these obvious principles :' it is not, 


1 [The poor laws and poor administration of the time were such 
as to deserve the severe remarks passed on them by Ricardo. The 
Poor Law Act of Elizabeth (1601), in disregard of its obvious in- 
tention to find work for those able to work, and to give gratuitous 
assistance to none but those who were incapable of gaining their 
livelihood for themselves, had been made the foundation of a body 
of legislation directed to wholly different results. By an Act of 
1691 the facility of obtaining relief without investigation had 
been considerably increased, and the laws introducing the work- 
house test, which for a moment imposed a check, were repealed in 
1796, when the fatal practice was legalized of granting out-relief 
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as the legislature benevolently intended, to amend the con- 
dition of the poor, but to deteriorate the condition of both 
poor and rich; instead of making the poor rich, they are 
calculated to make the rich poor; and whilst the present 
laws are in force, it is quite in the natural order of things 
that the fund for the maintenance of the poor should pro- 
gressively increase, till it has absorbed all the net revenue 
of the country, or at least so much of it as the state shall 
leave to us, after satisfying its own never failing demands 
for the public expenditure.’ 

This pernicious tendency of these laws is no longer a 


to the able-bodied in aid of wages. The administration of the 
rates was an incentive to reckless improvidence. To this aspect 
of the case attention was called by Malthus, the Report of the Com- 
mittee on the Poor Laws (1817), and others. 

The new Poor Law Act (1834) was not, however, precisely of 
the kind defined by Ricardo when he writes, ‘‘ No scheme for the 
amendment of the poor laws merits the least attention which has 
not their abolition for its ultimate object.” Both Malthus and 
Ricardo, in their indignation at the terrible evils brought about by 
the indiscriminate distribution of poor relief, overlooked the ne- 
cossity, which existed, exists, and so far as we can see will continue 
to exist, of providing assistance and support for those who either by 
sickness or by trade oscillation are unable to maintain themselves 
either permanently or temporarily. No doubt Ricardo, premising 
in his argument an almost, if not quite, frictionless state, would 
have admitted that some such means must be adopted in a state of 
life not corresponding to that assumed by him. See p. 69 note. ] 

' With Mr, Buchanan in the following passage, if it refers to 
temporary states of misery, I so far agree, that ‘the great evil of 
the labourer’s condition is poverty, arising either from a scarcity 
of food or of work; and in all countries, laws without number 
have been enacted for his relief. But there are miseries in the 
social state which legislation cannot relieve ; and it is useful there- 
fore to know its limits, that we may not, by aiming at what is 
impracticable, miss the good which is really in our power.’— 
Buchanan [Smith, ed. Buchanan, vol. iv., Observations], page 61. 
(The use of the word ‘‘ temporary” is curious as seeming to limit 
Ricardo’s agreement with Buchanan. For possible interpretation 
see Introduction. | 
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mystery, since it has been fully developed by the able 
hand of Mr. Malthus ;' and every friend to the poor must 
ardently wish for their abolition. Unfortunately, how- 
ever, they have been so long established, and the habits of 
the poor have been so formed upon their operation, that 
to eradicate them with safety from our political system, 
requires the most cautious and skilful management. It 
is agreed by all who are most friendly to a repeal of these 
laws, that if it be desirable to prevent the most over- 
whelming distress to those for whose benefit they were 
erroneously enacted, their abolition should be effected by 
the most gradual steps.” 

It is a truth which admits not a doubt, that the com- 
forts and well-being of the poor cannot be permanently 
secured without some regard on their part, or some effort 
on the part of the legislature, to regulate the increase of 
their numbers, and to render less frequent among them 
early and improvident marriages. The operation of the 
system of poor laws has been directly contrary to this. 
They have rendered restraint superfluous, and have in- 
vited imprudence, by offering it a portion of the wages of 
prudence and industry.’ ; 


1 (‘Essay on Population,” bk. iii, ec..v., vi., vii.; bk. iv., ¢. 
viii. ] 

* (The etfect of the sudden change introduced by the Poor Law 
Act of 1834 may be traced in the speeches of the early Chartists. 
“Engl. Hist. Rev.,” October, 1889.] 

> The progress of knowledge manifested upon this subject in the 
House of Commons since 1796, has happily not been very small, 
as may be seen by contrasting the late report of the committee on 
the poor laws, and the following sentiments of Mr. Pitt, in that 
year, 

“Let us,” said he, “make relief in cases where there are a 
number of children a matter of right and [an] honour, instead of 
a ground of [for] opprobrium and contempt. This will make a 
large family a blessing, and not a curse; and this will draw a 
proper line of distinction between those who are able to provide 
for themselves by their labour, and those who, after having en- 
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The nature of the evil points out the remedy. By 
gradually contracting the sphere of the poor laws ; by im- 
pressing on the poor the value of independence, by teaching 
them that they must look not to systematic or casual 
charity, but to their own exertions for support, that pru- 
dence and forethought are neither unnecessary nor un- 
profitable virtues, we shall by degrees approach a sounder 
and more healthful state. 

No scheme for the amendment of the poor laws merits 
the least attention, which has not their abolition for its 
ultimate object ; and he is the best friend to the poor, and 
to the cause of humanity, who can point out how this end 
can be attained with the most security, and at the same 
time with the least violence. It is not by raising in any 
manner different from the present, the fund from which 
the poor are supported, that the evil can be mitigated. 
It would not only be no improvement, but it would be an 
aggravation of the distress which we wish to see removed, 
if the fund were increased in amount, or were levied ac- 
cording to some late proposals, as a general fund from 
the country at large. The present mode of its collection 
and application has served to mitigate its pernicious effects. 
Hach parish raises a separate fund for the support of its 
own poor. Hence it becomes an object of more interest 
and more practicability to keep the rates low, than if one 
general fund were raised for the relief of the poor of the 
whole kingdom. A parish is much more interested in an 


riched their country with a number of children, have a claim upon 
its assistance for [their] support.”—Hansard’s Parliamentary His- 
tory, vol. 32, p. 710. 

[In closing the same debate Mr. Whitbread said, ‘‘ As to the 
particular case of labourers who have to provide for a number of 
children, the wisest thing for government, instead of putting the 
relief afforded to such on the footing of a charity, supplied, per- 
haps from a precarious fund, and dealt with a reluctant hand, 
would be at once to institute a liberal premium for the encourage- 
ment of large families.”] 
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economical collection of the rate, and a sparing distribution 
of relief, when the whole saving will be for its own benefit, 
than if hundreds of other parishes were to partake of it. 

It is to this cause, that we must ascribe the fact of the 
poor laws not having yet absorbed all the net revenue 
of the country; it is to the rigour with which they are 
applied, that we are indebted for their not having become 
overwhelmingly oppressive. If by law every human being 
wanting support could be sure to obtain it, and obtain it 
in such a degree as to make life tolerable comfortable, 
theory would lead us to expect that all other taxes together 
would be light compared with the single one of poor rates. 
The principle of gravitation is not more certain than the 
tendency of such laws to change wealth and power into 
misery and weakness ; to call away the exertions of labour 
from every object, except that of providing mere subsis- 
tence; to confound all intellectual distinction ; to busy the 
mind continually in supplying the body’s wants ; until at 
last all classes should be infected with the plague of uni- 
versal poverty. Happily these laws have been in operation 
during a period of progressive prosperity, when the funds 
for the maintenance of labour have regularly increased, 
and when an increase of population would be naturally 
called for, But if our progress should become more slow; 
if we should attain the stationary state, from which I 
trust we are yet far distant, then will the pernicious nature 
of these laws become more manifest and alarming; and 
then, too, will their removal be obstructed by many ad- 
ditional difficulties. 


CHAPTER VI.—ON PROFITS. 


§ 42. 

| eae profits of stock, in different employments, having 

been shown to bear a proportion to each other, and 
to have a tendency to vary all in the same degree and in 
the same direction,’ it remains for us to consider what is 
the cause of the permanent variations in the rate of profit, 
and the consequent permanent alterations in the rate of 
interest. : 

We have seen that the price* of corn is regulated by the 
quantity of labour necessary to produce it, with that por- 
tion of capital which pays no rent. We have seen, too, 
that all manufactured commodities rise and fall in price, 
in proportion as more or less labour becomes necessary to 
their production. Neither the farmer who cultivates 
that quantity of land, which regulates price, nor the 
manufacturer, who manufactures goods, sacrifice’ any 
portion of the produce for rent. The whole value of 
their commodities is divided into two portions only: one 
constitutes the profits of stock, the other the wages of 
labour. 

Supposing corn and manufactured goods always to sell 
at the same price, profits would be high or low in propor- 


' [§ 33.] 

2 The reader is desired to bear in mind, that for the purpose of 
making the subject more clear, I consider money to be invariable 
in value, and therefore every variation of price to be referable to an 
alteration in the value of the commodity. [§ 28.] 

® (Sacrifices. ] 
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tion as wages were low or high. But suppose corn to rise 
in price because more labour is necessary to produce it; 
that cause will not raise the price of manufactured. goods 
in the production of which no additional quantity of 
labour is required, If, then, wages continued the same, 
the profits of manufacturers would remain the same; but 
if, as is absolutely certain, wages should rise with the rise 
of corn, then their profits would necessarily fall. 

Tf a manufacturer always sold his goods for the same 
money, for £1,000, for example, his profits would depend 
on the price of the labour necessary to manufacture those 
goods. His profits would be less when wages amounted 
to £800 than when he paid only £600. In proportion 
then as wages rose, would profits fall. But if the price 
of raw produce would increase, it may be asked, whether 
the farmer at least would not have the same rate of profits, 
although he should pay an additional sum for wages ? 
Certainly not: for he will not only have to pay, in com- 
mon with the manufacturer, an increase of wages to each 
labourer he employs, but he will be obliged either-to pay 
rent, or to employ an additional number of labourers to 
obtain the same produce ; and the rise in the price of raw 
produce will be proportioned only to that rent, or that 
additional number, and will not compensate him for the 
rise of wages. 

If both the manufacturer and farmer employed ten men, 
on wages rising from £24 to £25 per annum per man, the 
whole sum paid by each would be £250 instead of £240. 
This is, however, the whole addition that would be paid 
by the manufacturer to obtain the same quantity of com- 
modities ; but the farmer on new land would probably be 
obliged to employ an additional man, and therefore to pay 
an additional sum of £25 for wages; and the farmer on 
the old land would be obliged to pay precisely the same 
additional sum of £25 for rent ; without which additional 
labour, corn would not have risen, nor rent have been in- 
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creased. One will therefore have to pay £275 for wages 
alone, the other, for wages and rent together; each £25 
more than the manufacturer: for this latter £25 the 
farmer is compensated by the addition to the price of raw 
produce, and therefore his profits still conform to the 
profits of the manufacturer. As this proposition is im- 
portant, I will endeavour still further to elucidate it. 

We have shown that in early stages of society, both the 
landlord’s and the labourer’s share of the value of the pro- 
duce of the earth, would be but small; and that it would 
increase in proportion to the progress of wealth, and the 
difficulty of procuring food. We have shown, too, that 
although the value of the labourer’s portion will be in- 
creased by the high value of food, his real share will be 
diminished ; whilst that of the landland will not only be 
raised in value, but will also be increased in quantity.’ 

The remaining quantity of the produce of the land, after 
the landlord and labourer are paid, necessarily belongs to 
the farmer, and constitutes the profits of his stock. But 
it may be alleged, that though as society advances, his 
proportion of the whole produce will be diminished, yet as 
it will rise in value, he, as well as the landlord and labourer, 
may, notwithstanding, receive a greater value. 

It may be said for example, that when corn rose from 
£4 to £10, the 180 quarters obtained from the best land 
would sell for £1,800 instead of £720; and, therefore, 
though the landlord and labourer be proved to have a 
greater value for rent and wages, still the value of the 
farmer’s profit might also be augmented, This, however, 
is impossible, as I shall now endeavour to show. 

In the first place, the price of corn would rise only in 
proportion to the increased difficulty of growing it on land 
of a worse quality. 

It has been already remarked, that if the labour of ten 
men will, on land of a certain quality, obtain 180 quarters of 

* [§ 39.] 
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wheat, and its value be £4 per quarter, or £720; and if the 
labour of ten additional men, will on the same or any other 
land produce only 170 quarters in addition, wheat would 
rise from £4 to ’ £4 4s.8d.; for 170: 180: : £4: £4 48. 8d. 
In other words, as for the production of 170 quarters, the 
labour of ten men is necessary, in the one case, and only 
that of 9:44 in the other, the rise would be as 9:44 to 10, 
or, as £4 to £4 4s. 8d. In the same manner it might be 
shown, that if the labour of ten additional men would only 
produce 160 quarters, the price would further rise to 
£4 10s.; if 150, to £4 16s, etc., ete. 


But when 180 quarters were produced on the land 
paying no rent, and its Pe was £4 per quarter, 
itissoldfor. . . £720 

And when 170 quarters were produced on ithe and 
paying no rent, and the price rose to £4 4s. 8d. 


ibjstill sold for... . it soe Benes GU) 
So 160 quarters at £4 10s. one ae iy, . £720 
And 150 pare at £4 16s. Mies the same sum 

of : Oa Ew 


Now it is evident, that if out of these equal values, the 
farmer is at one time obliged to pay wages regulated by 
the price of wheat at £4, and at other times at higher 
prices, the rate of his profits will diminish in proportion to 
the rise in the price of corn. 

In this case, therefore, I think it is clearly demon- 
strated that a rise in the price of corn, which increases the 
money wages of the labourer, diminishes the money value 
of the farmer’s profits. 

But the case of the farmer of the old and better land 
will be in no way different; he also will have increased 
wages to pay, and will never retain more of the value of 
the produce, however high may be its price, than £720 to 
be divided between himself and his always equal number 

! [Approximately more nearly £4 4s. 84d.] 
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f labourers; in proportion therefore as they get more, he 
must retain less. 

When the price of corn was at £4 the whole 180 quarters 
yelonged to the cultivator, and he sold it for £720. When 
sor rose to £4 4s. 8d. he was obliged to pay the value of 
en quarters out of his 180 for rent, consequently the 
remaining 170 yielded him no more than £720: when it 
rose further to £4 10s. he paid twenty quarters, or their 
value, for rent, and consequently only retained 160 quarters, 
which yielded the same sum of £720. 

Tt will be seen, then, that whatever rise may take place 
in the price of corn, in consequence of the necessity of 
employing more labour and capital to obtain a given ad- 
ditional quantity of produce, such rise will always be 
equalled in value by the additional rent, or additional 
labour employed; so that whether corn sells for. £4, 
£4 10s., or £5 2s. 10d. the farmer will obtain for that 
which remains to him, after paying rent, the same real 
value. Thus we see, that whether the produce belonging 
to the farmer be 180, 170, 160, or 150 quarters, he always 
obtains the same sum of £720 for it; the price increasing 
in an inverse proportion to the quantity. 

Rent then, it appears, always falls on the consumer, 
and never on the farmer; for if the produce of his farm 
should uniformly be 180 quarters, with the rise of price, 
he would retain the value of a less quantity for himself, 
and give the value of a larger quantity to his landlord ; 
but the deduction would be such as to leave him always 
the same sum of £720. 

Tt will be seen too, that, in all cases, the same sum of 
£720 must be divided between wages and profits. If the 
value of the raw produce from the land exceed this value, 
it belongs to rent, whatever may be its amount. Tf there 
be no excess, there will be no rent. Whether wages or 
profits rise or fall, it 1s this sum of £720 from which they 
must both be provided. On the one hand, profits can 
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never rise so high as to absorb so much of this £720 that. 
enough will not be left to furnish the labourers with ab- 
solute necessaries; on the other hand, wages can never 
rise so high as to leave no portion of this sum for profits. 

Thus in every case, agricultural, as well as manufac- 
turing profits are lowered by a rise in the price of raw 
produce, if it be accompanied by a rise of wages.’ If the 
farmer gets no additional value for the corn which remains 
to him after paying rent, if the manufacturer gets no ad« 
ditional value for the goods which he manufactures, and 
if both are obliged to pay a greater value in wages, can 
any point be more clearly established than that profits 
must fall, with a rise of wages ? 

The farmer then, although he pays no part of his land- 
lord’s rent, that being always regulated by the price of 
produce, and invariably falling on the consumers, has 
however a very decided interest in keeping rent low, or 
rather in keeping the natural price of produce low. Asa 
consumer of raw produce, and of those things into which 
raw produce enters as a component part, he will, in com- 
mon with all other consumers, be interested in keeping the 
price low. But he is most materially concerned with the 
high price of corn as it affects wages. With every rise in 
the price of corn, he will have to pay out of an equal and 
unvarying sum of £720 an additional sum for wages tc 
the ten men whom he is supposed constantly to employ. 
We have seen in treating on wages that they invariably 
rise with the rise in the price of raw produce. On a basis 
assumed for the purpose of calculation, page 99,’ it will be 
seen that if when wheat is at £4 per quarter, wages should 
be £24 per annum. 


1 The reader is aware, that we are leaving out of our considera 
tion the accidental variations arising from bad and good seasons. 
or from the demand increasing or diminishing by any sudden effec! 
on the state of population. We are speaking of the natural anc 
constant, not of the accidental and fluctuating price of corn. 

2 [2.e., 90.] 
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Ee snd. £& tsa. 

4 4 8 i 2414 0 

When Wheat (4 10 0 2510 0 
iat 416 of Vee would be Baten, 

5 210 27 8 6 


Now, of the unvarying fund of £720 to be distributed 
setween labourers and farmers, 


igus n Salad. £ 6. Seba bee 

BS (4 0 0 240 0 480 0 0 
44s) 

as 410 ; escapee a au) , ed farmer i ° 5 

BS ATIGRON ie ao dete DRA of receive | jx, 9 9 

E3 (5 210 214 5 445 15 01 


' The 180 quarters of corn would be divided in the following 
oportions between landlords, farmers, and labourers, with the 
bove-named variations in the value of corn. 


Price per qr. Rent. Profit. Wages. Total. 
L. (S= id. In Wheat. In Wheat. In Wheat. 
4 0 0 None. 120 qrs. 60 qrs. 
4 4 8 10 qrs. 111°7 58°3 
410 0 20 103 °4 566 180 
416 0 30 95 55 
5 210 40 86°7 53°3 


nd, under the same circumstances, money rent, wages, and 
rofit, would be as follows : 


rice per qr. Rent. Profit. Wages. Total. 
Gest 1G. £0 $d. oe sid, £ ss. da. Lesh. 
40 0 None. 480 0 0 240 0 0 720 0 0 
en Semon 7 6. 473°) ORO)? 247°°0) 10! 762) 7 16 
410 0 90 0 0 465 0 0 255 0 0 810 0 0 
416 0 144 0 0 456 0 0 264 0 0 864 0 0 
o 2 10) 206, 15 4 445 15 0 274 5 0 925 13 4 


(These tables are not so minutely accurate as they seem. In the 
econd of the two given, the totals are inaccurate in the case of 
he second and fifth lines. The price of 10 qrs. at £4 4s. 8d. a 
juarter is not £42 7s. 6d., but £42 6s. 8d.; further, 180 qrs. at 
he same price per quarter do not sell at £762 7s. 6d., but £762; 
Uso, 180 at £5 2s. 10d. is £925 10s., not £925 13s. 4d. Amended 
nd expressed in round numbers the tables read as follows :— 
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And supposing that the original capital of the farmer was 
£3,000, the profits of his stock being in the first instance 
£480 would be at the rate of 16 per cent. When his. 
profits fell to £478 they would be at the rate of 15:7 * per 
cent, 


£A65 : ; f : Felco 
£456 ‘ 3 ; ; 2 Lae 
£445 : : F : . 148 


But the rate® of profits will fall still more, because the 
capital of the farmer, it must be recollected, consists in a 
great measure of raw produce, such as his corn and hay- 
ricks, his unthreshed wheat and barley, his horses and 
cows, which would all rise in price in consequence of the 


Price per qr. Wheat Rent. Wheat Profit. Wheat Wages. Total. 


6 pai atl, 
410.0 None. 120 60 180 
448 9°92 111°73 58°35 180 
410 0 20 103°4 56°6 180 
416 0 30 95 55 180 
6 210 39°97 86°69 53°34 180 
and if estimated in money : 
Price per qr. Rent. Profit. Wages. Total. 
& 8. a. Be ie oe eater tc. £1 13.0. £ snk 
4 0 0 None. 480 0 0 240 0 0 720 0 0 
448 42 0 0 473 0 0 247 0 0 762: 0.96 
410 0 90 0 O 465 0 0 255 0 0 810 0 0 
416 0 144 0 0 456 0 0 264 0 0 864 0 0 
be 210. 205 10:0 445 14 0 274 5 0 925 10 0] 


1 [This should read 15'8. It is exactly 15°76.] 

2 [Up to this mention Ricardo in speaking of ‘ rate of profits ” 
has been able to consider a decrease in the proportion of the total 
value received by the farmer or manufacturer (Ricardian ‘rate ”) 
as invariably accompanied by a corresponding decrease in the rate 
per cent. (but cf. proviso in § 18). In consequence, it is of com- 
paratively little moment whether the phrase “rate of profits” be 
construed in one or the other sense. Here, however, it must be 
construed as rate per cent. Ricardo himself seems to indicate his 
consciousness of this particular sense by the use of italics. ] 
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rise of produce. His absolute profits would fall from 
£480 to £445 15s.; but if from the cause which I have 
just stated, his capital should rise from £3,000 to £3,200 
the rate of his profits would, when corn was at £5 2s. 10d. 
be under 14 per cent. 

Tf a manufacturer had also employed £3,000 in his 
business, he would be obliged in consequence of the rise 
of wages, to increase his capital, in order to be enabled to 
carry on the same business. If his commodities sold before 
for £720 they would continue to sell at the same price ; 
but the wages of labour, which were before £240 would 
rise when corn was at £5 2s. 10d. to £274 5s. In the 
first case he would have a balance of £480 as profit on 
£3,000, in the second he would have a profit only of 
£445 15s., on an increased capital, and therefore his 
profits would conform to the altered rate of those of the 
farmer. 

There are few commodities which are not more or less 
affected in their price by the rise of raw produce, because 
some raw material from the land enters into the composi- 
tion of most commodities. Cotton goods, linen, and cloth, 
will all rise in price with the rise of wheat; but they rise 
on account of the greater quantity of labour expended on 
the raw material from which they are made,’ and not 


’ [This statement needs explanation. Assuming that the quan- 
tity of produce required remains the same, an alteration in the 
productivity of capital-and-labour will affect the rent, and if the 
rent of land when applied to one purpose be affected, it will affect 
the rent which it would yield when applied to any alternative use. 
Consequently an alteration in productivity affecting the price 
of one raw product will affect the price of other raw products, as 
indeed of any commodity the production of which might take 
place on the same land. Ricardo, however, looks at the matter 
from a much simpler point of view. He assumes that an increase 
of the amount of labour required in the case of corn arises from a 
common cause which will affect the production of all raw material 
alike. ] 
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because more was paid by the manufacturer to the 
labourers whom he employed on those commodities. 

Tn all cases, commodities rise because more labour is' 
expended on them, and not because the labour which is 
expended on them is at a higher value. Articles of 
jewellery, of iron, of plate, and of copper, would not rise, 
because none of the raw produce from the surface of the 
earth enters into their composition. 

§ 43. It may be said that I have taken it for granted, 
that money wages would rise with a rise in the price of 
raw produce, but that this is by no means a necessary 
consequence, as the labourer may be contented with fewer 
enjoyments. It is true that the wages of labour may 
previously have been at a high level, and that they may 
bear some reduction. If so, the fall of profits will be 
checked; but it is impossible to conceive that the money 
price of wages should fall, or remain stationary with a 
gradually increasing price of necessaries; and therefore it 
may be taken for granted that, under ordinary circum- 
stances, no permanent rise takes place in the price of 
necessaries, without occasioning, or having been preceded 
by a rise in wages. ' 

The effects produced on profits would have been the 
same, or nearly the same, if there had been any rise in 
the price of those other necessaries, besides food, on which 
the wages of labour are expended. The necessity which 
the labourer would be under of paying an increased price 
for such necessaries, would oblige him to demand more 
wages ; and whatever increases wages, necessarily reduces 
profits. But suppose the price of silks, velvets, furniture, 
and any other commodities, not required by the labourer, 
to rise in consequence of more labour being expended on 
them, would not that affect profits? Certainly not: for 
nothing can affect profits but a rise in wages; silks and 
velvets are not consumed by the labourer, and therefore 
cannot raise wages. 
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It is to be understood that I am speaking of profits 
generally. I have already remarked, that the market 
price of a commodity may exceed its natural or necessary 
price, as it may be produced in less abundance than the 
new demand for it requires. This, however, is but a 
temporary effect. The high profits on capital employed 
in producing that commodity, will naturally attract capital 
to that trade; and as soon as the requisite funds are 
supplied, and the quantity of the commodity is duly in- 
creased, its price will fall, and the profits of the trade will 
conform to the general level. A fall in the general rate 
of profits is by no means incompatible with a partial rise 
of profits in particular employmenis. It is through the 
inequality of profits, that capital is moved from one em- 
ployment to another. Whilst then general profits are 
falling, and gradually settling at a lower level in conse- 
quence of the rise of wages, and the increasing difficulty 
of supplying the increasing population with necessaries, 
the profits of the farmer may, for an interval of some little 
duration, be above the former level. An extraordinary 
stimulus may be also given for a certain time, to a parti- 
cular branch of foreign and colonial trade; but the ad- 
mission of this fact by no means invalidates the theory, 
that profits depend on high or low wages, wages on the 
price of necessaries, and the price of necessaries chiefly on 
the price of food, because all other requisites may be in- 
creased almost without limit. 

Tt should be recollected that prices always vary in the 
market, and in the first instance, through the comparative 
state of demand and supply. Although cloth could be fur- 
nished at 40s. per yard, and give the usual profits of stock, 
it may rise to 60s. or 80s. from a general change of fashion, 
or from any other cause which should suddenly and unex- 
pectedly increase the demand, or diminish the supply of it. 
The makers of cloth will for a time have unusual profits, 
but capital will naturally flow to that manufacture, till the 

H 
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supply and demand are again at their fair level, when the 
price of cloth will again sink to 40s., its natural or neces- 
sary price. In the same manner, with every increased de- 
mand for corn, it may rise so high as to afford more than 
the general profits to the farmer. If there be plenty of 
fertile land, the price of corn will again fall to its former 
standard, after the requisite quantity of capital has been 
employed in producing it, and profits will be as before; 
but if there be not plenty of fertile land, if, to produce this 
additional quantity, more than the usual quantity of capital 
and labour be required, corn will not fall to its former level. 
Its natural price will be raised, and the farmer, instead of 
obtaining permanently larger profits, will find himself 
obliged to be satisfied with the diminished rate which is 
the inevitable consequence of the rise of wages, produced 
by the rise of necessaries. 

— §44, The natural tendency of profits then is to fall; for, 
in the progress of society and wealth, the additional quan- 
tity of food required is obtained by the sacrifice of more 
and more labour.' This tendency, this gravitation as it 
were of profits, is happily checked at repeated intervals by 

' [With reference to this important section as to the tendency of 
profits to fall by reason of resort being gradually had to less fertile 
lands, it is interesting to quote a passage from ‘“‘ Letters of Ricardo 
to Malthus,” p. 120, 5 Oct., 1816: ‘‘ You say that you think that I 
have sometimes conceded that if population were miraculously 
stopped, while the most fertile land remained uncultivated, profits 
would fall upon the supposition of an increase of capital still going 
on. I concede it now. Profits I think depend on wages,—wages 
depend on demand and supply of labour, and on the cost of the 
necessaries on which wages are expended. These two causes may 
be operating on profits at the same time, either in the same, or in 
an opposite direction. In the case you put, wages would have a 
tendency to keep stationary as far as the supply of food was con- 
cerned, but they would have a tendency to rise in consequence of 
the demand for labour increasing, whilst the supply continued the 
same. ‘Under such circumstances profits would of course fall. You 
must, however, allow that this is an extraordinary case.” With 
this we may compare Smith’s ‘‘ Wealth of Nations,” bk. i., ¢. ix., 
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the improvements in machinery, connected with the pro- 
duction of necessaries, as well as by discoveries in the 
science of agriculture which enable us to relinquish a por- 
tion of labour before required, and therefore to lower the 
price of the prime necessary of the labourer. The rise in 
the price of necessaries and in the wages of labour is how- 
ever limited ; for as soon as wages should be equal (as in 
the case formerly stated) to £720, the whole receipts of the 
farmer, there must be an end of accumulation; for no 
capital can then yield any profit whatever, and no addi- 
tional labour can be demanded, and consequently popula- 
tion will have reached its highest point. Long indeed 
before this period, the very low rate of profits will have 
arrested all accumulation, and almost the whole produce of 
the country, after paying the labourers, will be the property 
of the owners of land and the receivers of tithes and taxes. 
Thus, taking the former very imperfect basis as the 
erounds of my calculation, it would appear that when corn 
was at £20 per quarter, the whole net income of the country 
would belong to the landlords, for then the same quantity 
of labour that was originally necessary to produce 180 
quarters, would be necessary to produce 36; since £20: 
£4::180: 386. The farmer, then, who produced 180 
quarters (if any such there were, for the old and new 
capital employed on the land would be so blended, that 

it could in no way be distinguished,) would sell the 
180 qrs. at £20 perqr.or. . . aio to. Basen) 


to landlord for rent, heme 
the value of 144 qrs. {te difference between 36 ant} 2,880 
—- 180 qrs. ; eS 
36 qrs. 720 
the value of 36 qrs. tolabourers teninnumber ... . 720 


p. 388b: “As the colony increases the profits of stock gradually 
diminish. When the most fertile and best situated lands have 
been all occupied, less profit can be made by the cultivation of what 
js inferior both in soil and situation, and less interest can be 
afforded for the stock which is so employed.” ] 
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leaving nothing whatever for profit. 


I have supposed that at this price of £20 the labourers would 
continue to consume three quarters each per annum 


Ore tre cat oa a aaa He EBD 
And that on the other commodities they 
AVOULG ORWENG Kc: Io sas ge en eu |e 


72 for each labourer. 


And therefore ten labourers would cost £720 per annum. 


In all these calculations I have been desirous only to elu- 
cidate the principle, and it is scarcely necessary to observe, 
that my whole basis is assumed at random, and merely for 
the purpose of exemplification, The results, though diffe- 
rent in degree, would have been the same in principle, 
however accurately I might have set out in stating the 
difference in the number of labourers necessary to obtain 
tho successive quantities of corn required by an increasing 
popwation, the quantity consumed by the labourer’s family, 
ote, etc. My object has been to simplify the subject, and 
T have therefore made no allowance for the increasing price 
of the other necessaries, besides food of the labourer ; an 
increase which would be the consequence of the increased 
value of the raw materials from which they are made, and 
which would of course further increase wages, and lower 
profits. 

I have already said, that long before this state of prices 
was become permanent, there would be no motive for accu- 
mulation; forno one accumulates but with a view to make 
his accumulation productive,’ and it is only when so em- 
ployed that it operates on profits. Without a motive there 
could be no accumulation, and consequently such a state of 
prices never could take place, The farmer and manufac- 
turer can no more live without profit, than the labourer 
without wages.’ Their motive for accumulation will dimi- 


' (Of, p. 99. This statement is questionable. For criticism, W. L. 
Sargent, “Recent Political Economy,” pp. 75-77, A great part 
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nish with every diminution of profit, and will cease alto- 
gether when their profits are so low as not to afford them 
an adequate compensation for their trouble, and the risk 
which they must necessarily encounter in employing their 
capital productively. 

I must again observe, that the rate of profits would fall 
much more rapidly than I have estimated in my calcula- 
tion: for the value of the produce being what I have stated 
it under the circumstances supposed, the value of the far- 
mer’s stock would be greatly increased from its necessarily 
consisting of many of the commodities which had risen in 
value. Before corn could rise from £4 to £12 his capital 
would probably be doubled in exchangeable value, and be 
worth £6,000 instead of £3,000. If then his profit were 
£180, or 6 per cent. on his original capital, profits would 
not at that time be really at a higher rate than 3 per cent. ; 
for £6,000 at 3 per cent. gives £180; and on those terms 
only could a new farmer with £6,000 money in his pocket 
enter into the farming business. 

Many trades would derive some advantage, more or less, 


of the wealth of which the capital of the country is composed is 
accumulated with a view to provision for ‘old age, for sickness, or 
out of regard for children or others. For example, the accumula- 
tions of benefit societies, including the capital in savings banks, 
and calculated at £200,000,000 (‘‘ Stat. Soc. Journal,” vol. xlviii, 
part 1, 1885), may be reckoned as due to such motives. Now it 
may be doubted whether the amount of such savings would be in- 
creased or decreased by a fall in the rate of interest. The people 
who are saving wish to provide for certain necessities. Will they 
cease to cherish this wish because it becomes somewhat harder to 
make the necessary provision ? 

Unfortunately, as stated elsewhere, Ricardo enters into no dis- 
cussion as to the existence of a necessary rate of interest, but see 
note to § 45, p. 105, and ef. criticism of Ricardo’s position by 
Béhm-Bawerk, ‘‘ Capital and Interest” (tr.), pp. 87-96. ] 

' [Profit is a vague term, covering such various payments as 
interest, business profits, wages of superintendence. Ricardo enters 
into no analysis. ] 
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fyom the same sources, The brewer, the distiller, the clothier, 
the linen manufacturer, would be partly compensated 
for jhe diminution of thoir profits, by the rise in the 
value of their stock of raw and finished materials; but 
w mantfacturor of hardware, of jewellery, and of many 
other commodities, as woll as those whose capitals uni- 
formly consisted of money, would be subject to the whole 
fall in the rate of profits, without any compensation what. 
Over, 

Wo should also oxpoet that, however the rate of the profits 
of stock might diminish in consequence of the accumula. 
tion of capital on the land, and the rise of wages, yet that 
the aggregate amount of profits would increase. Thus sip. 
posing that, with repeated accumulations of £100,000, the 
rate of profit whould fali from 20 to 19, to 18, to 17 per 
cont, w constantly diminishing rate, we should expeet that 
the whole amount of profits recoived by those successive 
ownord of capital would be wlways progressive; that it 
would be greater when the capital was £200,000 than when 
£100,000 5 still proater whon £300,000; and so on, inereas- 
ing, though at a diminishing rate, with every increase of 
onpital his progression however is only true for a certain 
time: thus 19 per cent, on 200,000 is more than 20 on 
£100,000; again 18 per cont, on £800,000 is more than 19 
per cent, on £200,000; but after capital has aceunmlated 
ton large amount, and profits have fallen, the further aceu- 
mulation diminishes tho aggregate of profits. ‘Thus, sup- 
pose the accumulation should be 21,000,000, and the profits 
7 por cont, the whole amount of profita will be 270,000 ; 
now, if an addition of £100,000 capital be made to the 
million, and profits should fall to 6 per cent,, 266,000, or a 
diminution of £4,000, will be received by the owners of 
aboolk, although the wholo amount of stock will be increased 
from 21,000,000 to 81,100,000, 

§ 45, here can, however, be no accumulation of capital, 
eo long as atook yloldaany profit at all, without its yielding 
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not only an increase of produce, but an increase of value.' 
By employing £100,000 additional capital, no part of the 
former capital will be rendered less productive. The pro- 
duce of the land and labour of the country must increase, 
and its value will be raised, not only by the value of the 
addition which is made to the former quantity of produc- 
tions, but by the new value which is given to the whole 
produce of the land, by the increased difficulty of produe- 
ing the last portion of it. When the accumulation of 
capital, however, becomes very great, notwithstanding this 
increased value, it will be so distributed that a less value 
than before will be appropriated to profits, while that which 
is devoted to rent and wages will be increased. Thus, with 
successive additions of £100,000 to capital, with a fall in 
the rate of profits, from 20 to 19, to 18, to 17 per cent., ete., 
the productions annually obtained will increase in quantity, 
and be of more than the whole additional value, which the 
additional capital is calculated to produce. From £20,000 
it will rise to more than £39,000, and then to more than 
£57,000, and when the capital employed is a million, as we 
before supposed, if £100,000 more be added to it, and the 
aggregate of profits is actually lower than before, more 
than £6,000 will nevertheless be added to the revenue 
-of the country, but it will be to the revenue of 
the landlords and labourers ; they will obtain more than 
the additional produce, and will from their situation be 
enabled to encroach even on the former gains of the 
capitalist. Thus, suppose the price of corn to be £4 per 
quarter, and that therefore, as we before calculated, of every 
£720 remaining to the farmer after payment of his rent, 
£480 were retained by him, and £240 were paid to his 
labourers; when the price rose to £6 per quarter, he 
would be obliged to pay his labourers £300, and retain 
only £420 for profits: he would be obliged to pay them 


' (§ 122, p. 334, note. ] 
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£300 to enable them to consume the same quantity of 
necessaries as before, and no more, Now if the capital 
employed were so large as to yield a hundred thousand 
timos £720, or £72,000,000, the aggregate of profits would 
be £48,000,000 when wheat was at £4 per quarter; and if 
by employing a larger capital, 105,000 times £720 were 
obtained when wheat was at £6, or 75,600,000, profits 
would actually fall from £48,000,000 to 444,100,000, or 
105,000 times 2420, and wages would rise from 24,000,000 
to £31,500,000, Wages would rise because more labourers 
would be employed, in proportion to capital; and each 
labourer would receive more money wages; but the condi- 
tion of the labourer, as we have already shown, would be 
worse, inasmuch as he would be able to command a less 
quantity of the produce of the country. 'The only real 
gainers would be the landlords; they would receive higher 
rents, first, because produce would be of a higher value, 
and secondly, because they would have a greatly increased 
proportion of that produce. 

Although a greater value is produced, a greater propor- 
tion of what remains of that value, after paying rent, is 
consumed by the producers, and it is this, and this-alone, 
which regulates profits. Whilst the land yields abundantly, 
wages may temporarily rise, and the producers may con- 
sume more than their accustomed proportion; but the 
stimulus which will thus be given to population, will 
speedily reduce the labourers to their usual consumption, 
But when poor lands are taken into cultivation, or when 
more capital and labour are expended on the old land, with 
a less return of produce, the effect must be permanent. A 
greater proportion of that part of the produae which re- 
mains to be divided, after paying rent, between the owners 
of stock and the labourers, will be apportioned to the latter, 
Hach man may, and probably will, have a loss absolute 
quantity; but as more labourers are employed in propor. 
tion tothe whole produce retained by the farmer, the value 
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of a greater proportion of the whole produce will be ab- 
sorbed by wages, and consequently the value of a smaller 
proportion will be devoted to profits. This will necessarily 
be rendered permanent by the laws of nature, which have 
limited the productive powers of the land. 

Thus we again arrive at the same conclusion, which we 
have before attempted to establish :—that in all countries, 
and all times, profits depend on the quantity of labour re- 
quisite to provide necessaries for the labourers, on that 
land or with that capital which yields no rent.' The effects 
then of accumulation will be different in different. coun- 
tries, and will depend chiefly on the fertility of the land. 
However extensive a country may be where the land is of 
a poor quality, and where the importation of food is pro- 
hibited, the most moderate accumulations of capital will be 


' [It is no doubt perfectly true that, in Ricardian phrase, profits 
depend on the amount of value produced which has to be given up 
to wages. But if the value of commodities were determined by 
the amount of labour embodied in each, the price would conform 
strictly to this value. As Ricardo himself states, this is modified 
by the introduction of capital. The profits of capital constitute, as 
it were, the difference between the price and the part of the price 
paid in remuneration of labour, This excess of the price above the 
part, though always liable to be increased or decreased by a 
decrease or increase in that part, must be dependent on something 
else ; for if it were not so, why should there be such an excess? 
or, in other words, why should not wages absorb the whole? There 
is, therefore, by assumption some necessary standard of profit 
without which capital will cease to be put into active employment. 
In other words, a certain rate of inducement is offered in order to 
persuade people to invest and to save. This rate itself is liable to 
alteration according to the habits of the time. In a letter to 
Malthus (“Letters of Ricardo to Malthus,” pp. 188, 189, 21 July, 
1821), Ricardo takes note of the hypothetical case in which saving 
might become so universal as to allow of no profit arising from the 
employment of capital. This would, he thinks, be remedied by an 
increase of labourers ; but if not, he remarks, ‘“‘all that fund which 
should, and in ordinary cases does, constitute profit, goes to wages, 
and immoderately swells that fund which is destined to the support 
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attended with great reductions in the rate of profit, and a 
rapid rise in rent; and on the contrary a small but fertile 
country, particularly if it freely permits the importation of 
food, may accumulate a large stock of capital without any 
great, diminution in the rate of profits, or any great in- 
crease in the rent of land, In the Chapter on Wages, we 
have endeavoured to show that the money price of commo- 
dities would not be raised by a rise of wages, either on the 
supposition that gold, the standard of money, was the pro- 
duce of this country, or that it was imported from abroad.’ 
But if it were otherwise, if the prices of commodities were 
permanently raised by high wages, the proposition would 
not be less true, which asserts that high wages invariably 
affect: the employers of labour, by depriving them of a por- 
tion of their real profits. Supposing the hatter, the hosier, 
and the shoemaker, each paid £10 more wages in the manu- 
facture of a particular quantity of their commodities, and 
that the price of hats, stockings, and shoes, rose by a sum 
sufficient to repay the manufacturer the £10 ; their situa- 
tion would be no better than if no such rise took place. If 
the hosier sold his stockings for £110 instead of £100, his 
profits would be precisely the same money amount as be- 
fore; but as he would obtain in exchange for this equal 
sum, one tenth less of hats, shoes, and every other commo- 
dity, and as he could with his former amount of savings 
employ fewer labourers at the increased wages, and pur- 
chase fewer raw materials at the increased prices, he would 
be in no better situation than if his money profits had been 


of labour.” He continues; ‘I do not think stagnation is a proper 
torm to apply to a state of things in which for a time there is no 
motive to a further increase of production, When in the course of 
things profits shall be so low, from a great accumulation of capital 
and a want of means of providing tood for an increasing population, 
all motive for furthor savings will cease ; but there will be no stag- 
nation s all that is produced will be at its fair relative price, and 
will be freely exchanged,’ 


' (§ 40.) 
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really diminished in amount, and every thing had remained 
at its former price. Thus then I have endeavoured to show, 
first, that a rise of wages would not raise the price of com- 
modities,' but would invariably lower profits; and secondly, 
that if the prices of all commodities could be raised, still 
the effect on profits would be the same; and that in fact 
the value of the medium only in which prices and profits 
are estimated would be lowered. 


' [From § 18 we see that there will be an alteration in prices, 
since the proportion of labour to capital will be different in different 
employments. ] 


CHAPTER VII.—ON FOREIGN TRADE. 


§ 46, 
N°? extension of foreign trade will immediately in- 
crease the amount of value in a country, although 
it will very powerfully contribute to increase the mass of 
commodities, and therefore the sum of enjoyments.’ As 
the value of all foreign goods is measured by the quantity 
of the produce of our land and labour, which is given in 
exchange for them, we should have no greater value, if by 
the discovery of new markets, we obtained double the quan- 
tity of foreign goods in exchange for a given quantity of 
ours. If by the purchase of English goods to the amount 
of £1,000, amerchant can obtain a quantity of foreign goods, 
which he can sell in the English market for £1,200, he will 
obtain 20 per cent. profit by such an employment of his 
capital; but neither his gains, nor the value of the com- 
modities imported, will be increased or diminished by the 
greater or smaller quantity of foreign goods obtained. 
Whether, for example, he imports twenty-five or fifty pipes 
of wine, his interest can be no way affected, if at one time 
the twenty-five pipes, and at another the fifty pipes, equally 
sell for £1,200. In either case his profit will be limited to 
£200, or 20 per cent, on his capital; and in either case the 
same value will be imported into England. If the fifty 
pipes sold for more than £1,200, the profits of this indi- 
vidual merchant would exceed the general rate of profits, 


[To fully understand this distinction, ef. chap. xx.) 
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and capital would naturally flow into this advantageous 
trade, till the fall of the price of wine had brought every 
thing to the former level. 

It has indeed been contended, that the great profits which 
are sometimes made by particular merchants in foreign 
trade, will elevate the general rate of profits’ in the country, 
and that the abstraction of capital from other employments, 
to partake of the new and beneficial foreign commerce, will 
raise prices generally, and thereby increase profits. It has 
been said, by high authority, that less capital being neces- 
sarily devoted to the growth ot corn, to the manufacture of 
cloth, hats, shoes, etc., while the demand continues the 
same, the price of these commodities will be so increased, 
that the farmer, hatter, clothier, and shoemaker, will have 
an increase of profits, as well as the foreign merchant.” 

They who hold this argument agree with me, that the 
profits of different employments have a tendency to con- 
form to one another; toadvance and recede together. Our 
variance consists in this: They contend, that the equality 
of profits will be brought about by the general rise of pro- 
fits ; and I am of opmion, that the profits of the favoured 
trade will speedily subside to the general level. 

For, first, I deny that less capital will necessarily be de- 
voted to the growth of corn, to the manufacture of cloth, 
hats, shoes, etc., unless the demand for these commodities 
be diminished ; and if so, their price will not rise. In the 
purchase of foreign commodities, either the same, a larger, 
or a less portion of the produce of the land and labour of 
England will be employed. If the same portion be so em- 
ployed, then will the same demand exist for cloth, shoes, 
corn, and hats, as before, and the same portion of capital 
will be devoted to their production. If, in consequence of 


' [In this passage and those which follow Ricardo is using the 
term ‘‘rate of profits” in the technical sense of a proportion. This 
will be seen clearly a few pages further on. ] 

2 See Adam Smith, book i., chap. ix. [p. 39 a]. 
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the price of foreign commodities being cheaper, a less por- 
tion of the annual produce of the land and labour of England 
is employed in the purchase of foreign commodities, more 
will remain for the purchase of other things. If there be 
a greater demand for hats, shoes, corn, etc., than before, 
which there may be, the consumers of foreign commo- 
dities having an additional portion of their revenue dispos- 
able, the capital is also disposable with which the greater 
value of foreign commodities was before purchased; so that 
with the increased demand for corn, shoes, ete., there exists 
also the means of procuring an increased supply, and there- 
fore neither prices nor profits can permanently rise. If more 
of the produce of the land and labour of England be em- 
ployed in the purchase of foreign commodities, less can be 
employed in the purchase of other things, and therefore 
fewer hats, shoes, etc., will be required. At the same time 
that capital is liberated from the production of shoes, hats, 
etc., more must be employed in manufacturing those com- 
modities with which foreign commodities are purchased ; 
and consequently in all cases the demand for foreign and 
home commodities together, as far as regards value, is 
limited by the revenue and capital of the country. Tf one 
increases, the other must diminish. If the quantity of wine, 
imported in exchange for the same quantity of English com- 
modities, be doubled, the people of England can either con- 
sume double the quantity of wine that they did before, or 
the same quantity of wine and a greater quantity of English 
commodities. If my revenue had been £1,000, with which 
T purchased annually one pipe of wine for £100 and a cer- 
tain quantity of English commodities for £900; when wine 
fell to £50 per pipe, I might lay out the £50 saved, either 
in the purchase of an additional pipe of wine, or in the pur- 
chase of more English commodities. If I bought more wine, 
and every wine-drinker did the same, the foreign trade would 
not be in the least disturbed; the same quantity of English 
commodities would be exported in exchange for wine, and 
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we should receive double the quantity, though not double 
the value of wine. But if I, and others, contented our- 
selves with the same quantity of wine as before, fewer 
English commodities would be exported, and the wine- 
drinkers might either consume the commodities which 
were before exported, or any others for which they had an 
inclination. The capital required for their production 
would be supplied by the capital liberated from the 
foreign trade. 

There are two ways in which capital may be accumu- 
mulated: it may be saved either in consequence of 
increased revenue, or of diminished consumption. If my 
profits are raised from £1,000 to £1,200, while my expendi- 
ture continues the same, I accumulate annually £200 more 
than I did before. If I save £200 out of my expenditure, 
while my profits continue the same, the same effect will be 
produced ; £200 per annum will be added to my capital. 
The merchant who imported wine after profits had been 
raised from 20 per cent. to 40 per cent., instead of pur- 
chasing his English goods for £1,000, must purchase them 
for £857 2s. 10d., still selling the wine which he imports 
in return for those goods for £1,200; or, if he continued 
to purchase his English goods for £1,000, must raise the 
price of his wine to £1,400; he would thus obtain 40 
instead of 20 per cent. profit on his capital; but if, in con- 
sequence of the cheapness of all the commodities on which 
his revenue was expended, he and all other consumers 
could save the value of £200 out of every £1,000 they 
before expended, they would more effectually add to the 
real wealth of the country ; in one case, the savings would 
be made in consequence of an increase of revenue, in the 
other, in consequence of diminished expenditure. 

If, by the introduction of machinery, the generality of 
the commodities on which revenue was expended fell 20 
per cent. in value, I should be enabled to save as effectu- 
ally as if my revenue had been raised 20 per cent.; but in 
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one case the rate of profits is stationary, in the other it is 
raised 20 per cent.—If, by the introduction of cheap 
foreign goods, I can save 20 per cent. from my expenditure, 
the effect will be precisely the same as if machinery had 
lowered the expense of their production, but profits would 
not be raised. 

It is not, therefore, in consequence of the extension of 
the market that the rate of profit is raised, although such 
extension may be equally efficacious in increasing the mass 
of commodities, and may thereby enable us to augment 
the funds destined for the maintenance of labour, and the 
materials on which labour may be employed. It is quite 
as important to the happiness of mankind, that our enjoy- 
ments should be increased by the better distribution of 
labour, by each country producing those commodities for 
which by its situation, its climate, and its other natural or 
artificial advantages, it is adapted, and by their exchang- 
ing them for the commodities of other countries, as that 
they should be augmented by a rise in the rate of profits. 

It has been my endeavour to show throughout this work, 
that the rate of profits can never be increased but by a fall 
in wages, and that there can be no permanent fall of wages 
but in consequence of a fali of the necessaries on which 
wages are expended. If, therefore, by the extension of 
foreign trade, or by improvements in machinery, the food 
and necessaries of the labourer can be brought to market, 
at a reduced price, profits will rise. If, instead of growing 
our own corn, or manufacturing the clothing and other 
necessaries of the labourer, we discover a new market from 
which we can supply ourselves with these commodities at a 
cheaper price,’ wages will fall and profits rise; but if the 
commodities obtained at a cheaper rate, by the extension 
of foreign commerce, or by the improvement of machinery, 
be exclusively the commodities consumed by the rich, no 


1 Tac. at a smaller expenditure of labour, ete.) 
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alteration will take place in the rate of profits. The rate 
of wages would not be affected, although wine, velvets, 
silks, and other expensive commodities should fall 50 per 
cent., and consequently profits would continue unaltered. 

Foreign trade, then, though highly beneficial to a 
country, as ib increases the amount and variety of the 
objects on which revenue may be expended, and affords, 
by the abundance and cheapness of commodities, incentives 
to saving, and to the accumulation of capital, has no ten- 
dency to raise the profits of stock, unless the commodities 
imported be of that description on which the wages of 
labour are expended. 

The remarks which have been made respecting foreign 
trade, apply equally to home trade. The rate of profits is 
never increased by a better distribution of labour, by the 
invention of machinery, by the establishment of roads and 
canals, or by any means of abridging labour either in the 
manufacture or in the conveyance of goods, These are 
causes which operate on price, and never fail to be highly 
beneficial to consumers; since they enable them with the 
same labour, or with the value of the produce of the same 
labour, to obtain in exchange a greater quantity of the 
commodity to which the improvement is applied ; but they 
have no effect whatever on profit, On the other hand, 
every diminution in the wages of labour raises profits, but 
produces no effect on the price of commodities, One is 
advantageous to all classes, for all classes are consumers ; 
the other is beneficial only to producers; they gain more, 
but every thing remains at its former price. In the first 
case they get the same as before; but every thing on which 
their gains are expended, is diminished in exchangeable 
value. 

§ 47. The same rule which regulates the relative value 
of commodities in one country, does not regulate the rela- 
tive value of the commodities exchanged between two or 


more countries. 
I 
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navurally devotes its capital and labour te alioh employ. 
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the goneral mass of produotions, i) diffises goneral benefit, 
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intercourse, the universal society of nations throughout the 
elvilived world, [hia this principle which determines that 
wine #hall be made tn Ivance and Portugal, that corn 
ehall be grown in Amearion and Poland, and that hardware 
and other goods shall be manufactured tn England, 

In one and the aame country, profits are, generally 
apoaldng, always on the same lovely or differ only aw the 
employment of capital may be more or lowa seoure and 
agreonble, Th ia nob so betwoon different counteiod, Tt 
the profita of capital employed in Yorkshire, should exceed 
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move from London to Yorkshire, and an equality of profits 
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vate of production in the lands of Mngland, from the 
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If Portugal had no commercial connection with other 
countries, instead of employing a great part of her capital 
and industry in the production of wines, with which she 
purchases for her own use the cloth and hardware of other 
countries, she would be obliged to devote a part of that 
capital to the manufacture of those commodities, which she 
would thus obtain probably inferior in quality as well as 
quantity. 

The quantity of wine which she shall give in exchange 
for the cloth of England, is not determined by the respeo- 
tive quantities of labour devoted to the production of each, 
as it would be, if both commodities were manufactured in 
England, or both in Portugal. 

England may be so circumstanced, that to produce the 
cloth may require the labour of 100 men for one year; 
and if she attempted to make the wine, ib might require 
the labour of 120 men for the same time, Hngland would 
therefore find it her interest to import wine, and to pur- 
chase it by the exportation of cloth, 

To produce the wine in Portugal, might require only 
the labour of 80 men for one year, and to produce the 
cloth in the same country, might require the labour of 90 
men for the same time. It would therefore be advan- 
tageous for her to export wine in exchange for cloth. This 
exchange might even take place, notwithstanding that the 
commodity imported by Portugal could be produced there 
with less labour than in England, Though she could 
make the cloth with the labour of 90 men, she would 
import it from a country where it required the labour of 
100 men to produce it, because it would be advantageous 
to her rather to employ her capital in the production of 
wine, for which she would obtain more cloth from Nng- 
land, than she could produce by diverting a portion of her 
capital from the cultivation of vines to the manufacture of 
cloth. 

Thus Hngland would give the produce of the labour of 


~ 116 POLITICAL ECONOMY. [CHAP. VII. 


100 men, for the produce of the labour of 80. Such an 
exchange could not take place between the individuals of 
the same country. The labour of 100 Englishmen cannot 
be given for that of 80 Englishmen, but the produce of 
the labour of 100 Englishmen may be given for the pro- 
duce of the labour of 80 Portuguese, 60 Russians, or 120 
East Indians. The difference in this respect, between a 
single country and many, is easily accounted for, by con- 
sidering the difficulty with which capital moves from one 
country to another, to seek a more profitable employment, 
and the activity with which it invariably passes from one 
province to another in the same country." 

Tt would undoubtedly be advantageous to the capitalists 
of England, and to the consumers in both countries, that 
under such circumstances, the wine and the cloth should 
both be made in Portugal, and therefore that the capital and 
labour of England employed in making cloth, should be 
removed to Portugal for that purpose. In that case, the 
relative value of these commodities would be regulated 


1 Tt will appear then, that a country possessing very considerable 
advantages in machinery and skill, and which may therefore be 
enabled to manufacture commodities with much less labour than 
her neighbours, may, in return for such commodities, import a por- 
tion of the corn required for its consumption, even if its land were 
more fertile, and corn could be grown with less labour than in the 
country from which it was imported. Two men can both make 
shoes and hats, and one is superior to the other in both employ 
ments; but in making hats, he can only exceed his competitor bj 
one-fifth or 20 per cent., and in making shoes he can excel him by 
one-third or 33 per cent. ;—will it not be for the interest of both 
that the superior man should employ himself exclusively in making 
shoes, and the inferior man in making hats? 

[Professor Bastable’s criticism on this passage is of much valu 
(«Theory of International Trade,” pp. 14, 15), but I would poin 
out that even he, in speaking (1. 20) of one man as being ‘‘ mor 
expert in producing shoes than hats,” forgets that he is comparin; 
him with producers in general and not with the man who is th 
other party to the exchange. } 
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by the same principle, as if one were the produce of York- 
shire, and the other of London: and in every other case, if 
capital freely flowed towards those countries where it 
could be most profitably employed, there could be no 
difference in the rate of profit, and no other difference in 
the real or labour price of commodities, than the additional 
quantity of labour required to convey them to the various 
markets where they were to be sold. 

Experience, however, shows, that the fancied or real 
insecurity of capital, when not under the immediate 
control of its owner, together with the natural disinclina- 
tion which every man has to quit the country of his birth 
and connections, and entrust himself, with all his habits 
fixed, to a strange government and new laws, check the 
emigration of capital.’ These feelings, which I should be 
sorry to see weakened, induce most men of property to be 
satisfied with a low rate of profits in their own country, 
rather than seek a more advantageous employment for 
their wealth in foreign nations. 

§ 48. Gold and silver having been chosen for the 
general medium of circulation, they are, by the competi- 
tion of commerce, distributed in such proportions amongst 
the different countries of the world, as to accommodate 
themselves to the natural traffic which would take place if 
no such metals existed, and the trade between countries 
were purely a trade of barter. 

Thus, cloth cannot be imported into Portugal, unless it 
sell there for more gold than it cost in the country from 
which it was imported; and wine cannot be imported into 
England, unless it will sell for more there than it cost in 


1 [Bastable, ‘Theory of Int. Trade,” chap. i.; Laughlin’s “Mill,” 
p. 379. It is probable that the chief obstacle to such migration of 
capital is the insecurity, whether real or fancied, of foreign invest- 
ments. Such an insecurity exists, but the extent to which it is 
realized varies very much, being felt much less now than in 
Ricardo’s time. ] 
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Portugal. If the trade were purely a trade of barter, it 
could only continue whilst England could make cloth so 
cheap as to obtain a greater quantity of wine with a given 
quantity of labour, by manufacturing cloth than by grow- 
ing vines; and also whilst the industry of Portugal were 
attended by the reverse effects. Now suppose England to 
discover a process for making wine, so that it should be- 
come her interest rather to grow it than import it; she 
would naturally divert a portion of her capital from the 
foreign trade to the home trade; she would cease to 
manufacture cloth for exportation, and would grow wine 
for herself. The money price of these commodities would 
be regulated accordingly ; wine would fall here while cloth 
continued at its former price, and in Portugal no altera- 
tion would take place in the price of either commodity. 
Cloth would continue for some time to be exported from 
this country, because its pricewould continue to be higher 
in Portugal than here; but money instead of wine would 
be given in exchange for it, till the accumulation of money 
here, and its diminution abroad, should so operate on the 
relative yalue of cloth in the two countries, that it would 
cease to be profitable to export it. If the improvement in 
making wine were of a very important description, it 
might become profitable for the two countries to exchange 
employments; for England to make all the wine, and 
Portugal all the cloth consumed by them; but this could 
be effected only by a new distribution of the precious 
metals, which should raise the price of cloth in England, 
and lower it in Portugal. The relative price of wine 
would fall in England in consequence of the real ad- 
vantage from the improvement of its manufacture; that 
is to say, its natural price would fall; the relative price of 
cloth would rise there from the accumulation of money. 
Thus, suppose before the improvement in making wine 
in England, the price of wine here were £50 per pipe, and. 
the price of a certain quantity of cloth were £45, whilst in 
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Portugal the price of the same quantity of wine was £45, 
and that of the same quantity of cloth £50, wine would 
be exported from Portugal with a profit of £5 and cloth 
from England with a profit of the same amount. 

§ 49. Suppose that, after the improvement, wine falls 
to £45 in England, the cloth continuing at the same 
price. Every transaction in commerce is an independent 
transaction. Whilst a merchant can buy cloth in England 
for £45 and sell it with the usual profit in Portugal, he 
will continue to export it from England. His business is 
simply to purchase English cloth, and to pay for it by a 
bill of exchange, which he purchases with Portuguese 
money. Itis to him of no importance what becomes of 
this money: he has discharged his debt by the remittance 
of the bill. His transaction is undoubtedly regulated by 
the terms on which he can obtain this bill, but they are 
known to him at the time; and the causes which may 
influence the market price of bills, or the rate of exchange, 
is no consideration of his. 

If the markets be favourable for the exportation of wine 
from Portugal to England, the exporter of the wine will 
be a seller of a bill, which will be purchased either by the 
importer of the cloth, or by the person who sold him his 
bill; and thus without the necessity of money passing 
from either country, the exporters in each country will be 
paid for their goods. Without having any direct transac- 
tion with each other, the money paid in Portugal by the 
importer of cloth will be paid to the Portuguese exporter 
of wine; and in England by the negotiation of the same 
bill, the exporter of the cloth will be authorized to receive 
its value from the importer of wine. 

But if the prices of wine were such that no wine could 
be exported to England, the importer of cloth would 
equally purchase a bill; but the price of that bill would 
be higher, from the knowledge which the seller of it 
would possess, that there was no counter bill in the market 
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by which he could ultimately settle the transactions be- 
tween the two countries; he might know that the gold or 
silver money which he received in exchange for his bill, 
must be actually exported to his correspondent in England, 
to enable him to pay the demand which he had authorized 
to be made upon him, and he might therefore charge in the 
price of his bill all the expenses to be incurred, together 
with his fair and usual profit. 

If then this premium for a bill on England should be 
equal to the profit on importing cloth, the importation 
would of course cease; but if the premium on the bill 
were only 2 per cent., if to be enabled to pay a debt in 
England of £100, £102 should be paid in Portugal, whilst 
cloth which cost £45 would sell for £50, cloth would be 
imported, bills would be bought, and money would be 
exported, till the diminution of money in Portugal, and 
its accumulation in England, had produced such a state 
of prices as would make it no longer profitable to continue 
these transactions. 

But the diminution of money in one country, and its 
increase in another, do not operate on the price of one 
commodity only, but on the prices of all, and therefore the 
price of wine and cloth will be both raised in England, 
- and both lowered in Portugal. The price of cloth, from 
being £45 in one country and £50 in the other, would 
probably fall to £49 or £48 in Portugal, and rise to £46 
or £47 in England, and not afford a sufficient profit after 
paying a premium for a bill to induce any merchant to 
import that commodity. 

Tt is thus that the money of each country is apportioned 
to it in such quantities only as may be necessary to regu- 
late a profitable trade of barter. England exported cloth 
in exchange for wine, because, by so doing, her industry 
was rendered more productive to her; she had more cloth 
and wine than if she had manufactured both for herself; 
and Portugal imported cloth and exported wine, because 
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the industry of Portugal could be more beneficially em- 
ployed for both countries in producing wine. 

§ 50. Let there be more difficulty in England in pro- 
ducing cloth, or in Portugal in producing wine, or let 
there be more facility in England in producing wine, or 
in Portugal in producing cloth, and the trade must im- 
mediately cease. 

No change whatever takes place in the circumstances of 
Portugal; but England finds that she can employ her 
labour more productively in the manufacture of wine, and 
instantly the trade of barter between the two countries 
changes. Not only is the exportation of wine from 
Portugal stopped, but a new distribution of the precious 
metals takes place, and her importation of cloth is also 
prevented. 

Both countries would probably find it their interest to 
make their own wine and their own cloth; but this 
singular result would take place: in England, though wine 
would be cheaper, cloth would be elevated in price, more 
would be paid for it by the consumer; while in Portugal 
the consumers, both of cloth and of wine, would be able 
to purchase those commodities cheaper. In the country 
where the improvement was made, prices would be en- 
hanced; in that where no change had taken place, but 
where they had been deprived of a profitable branch of 
foreign trade, prices would fall." 


' [The change described will be brought abont in some such way 
as this: England will cease to import wine, since by assumption 
she can produce it more cheaply. On the other hand, Portugal 
will continue to import cloth, and, as Ricardo suggests in the fore- 
going paragraph, must pay for it by bills to meet which specie 
must be sent to England, Gradually the quantity of money in 
England increases and that in Portugal falls, till at length the 
price of cloth in England is such and in Portugal such that it is no 
longer cheaper for the latter country to import. Thus in England 
a rise in general prices will be brought about by the increase of the 
stock of money in that country, ] 
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This, however, is only a seeming advantage to Portugal, 
for the quantity of cloth and wine together produced in 
that country would be diminished, while the quantity 
produced in England would be increased. Money would 
in some degree have changed its value in the two 
countries; it would be lowered in England and raised in 
Portugal. Estimated in money, the whole revenue of 
Portugal would be diminished; estimated in the same 
medium, the whole revenue of England would be im- 
creased. i 

Thus then it appears, that the improvement of a manu- 
facture in any country tends to alter the distribution of 
the precious metals amongst the nations of the world: it 
tends to increase the quantity of commodities, at the same 
time that it raises general prices in the country where the 
improvement takes place. 

§ 51. To simplify the question, I have been supposing 
the trade between two countries to be confined to two 
commodities—to wine and cloth; but it is well known 
that many and various articles enter into the list of 
exports and imports. By the abstraction of money from 
one country, and the accumulation of it in another, all 
commodities are affected in price, and consequently en- 
couragement is given to the exportation of many more 
commodities besides money, which will therefore prevent 
so great an effect from taking place on the value of money 
in the two countries as might otherwise be expected. 

Beside the improvements in arts and machinery, there 
are various other causes which are constantly operating on 
the natural course of trade, and which interfere with the 
equilibrium, and the relative value of money. Bounties 
on exportation or importation, new taxes on commodities, 
sometimes by their direct, and at other times by their 
indirect operation, disturb the natural trade of barter, and 
produce a consequent necessity of importing or exporting 
money, in order that prices may be accommodated to the 
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natural course of commerce; and this effect is produced 
not only in the country where the disturbing cause takes 
place, but, in a greater or less degree, in every country of 
the commercial world. 

This will in some measure account for the different value 
of money in different countries; it will explain to us why 
the prices of home commodities, and those of great bulk, 
though of comparatively small value, are, independently of 
other causes, higher in those countries where manufactures 
flourish. Of two countries having precisely the same 
population, and the same quantity of land of equal 
fertility in cultivation, with the same knowledge too of 
agriculture, the prices of raw produce will be highest in 
that where the greater skill, and the better machinery is 
used in the manufacture of exportable commodities. The 
rate of profits will probably differ but little; for wages, 
or the real reward of the labourer, may be the same in 
both ; but those wages, as well as raw produce, will be 
rated higher in money in that country, into which, from 
the advantages attending their skill and machinery, an 
abundance of money is imported in exchange for their goods. 

Of these two countries, if one had the advantage in the 
manufacture of goods of one quality, and the other in the 
manufacture of goods of another quality, there would be 
no decided influx of the precious metals into either; but 
if the advantage very heavily preponderated in favour of 
either, that effect would be inevitable. 

In the former part of this work, we have assumed, for 
the purpose of argument, that money always continued of 
the same value; we are now endeavouring to show that 
besides the ordinary variations in the value of money, and 
those which are common to the whole commercial world, 
there are also partial variations to which money is subject 
in particular countries; and to’ fact, that the value of 


a i? in. McCulloch’s emendation “‘to the fact” seems who!]y 
unwarrantable. ] 
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money is never the same in any two countries, depending 
ag it does on relative taxation, on manufacturing skill, on 
the advantages of climate, natural productions, and many 
other causes. 

§ 52. Although, however, money is subject to such per- 
petual variations, and consequently the prices of the com- 
modities which are common to most countries, are also sub- 
ject to considerable difference, yet no effect will be produced 
on the rate of profits, either from the influx or efflux of 
money. Capital will not be increased, because the circu- 
lating medium is augmented. If the rent paid by the farmer 
to his landlord, and the wages to his labourers, be 20 per 
cent. higher in one country than another, and if at the same 
time the nominal value of the farmer’s capital be 20 per 
cent. more, he will receive precisely the same rate of profits, 
although he should sell his raw produce 20 per cent. 
higher. 

Profits, it cannot be too often repeated, depend on wages ; 
not on nominal, but real wages ; not on the number of pounds 
that may be annually paid to the labourer, but on the number 
of days’ work, necessary to obtain those pounds.’ Wages may 
therefore be precisely the same in two countries; they may 
bear too the same proportion to rent, and to the whole pro- 
duce obtained from the land, although in one of those coun- 
tries the labourer should receive ten shillings per week, and 
in the other twelve. 

In the early stages of society, when manufactures have 
made little progress, and the produce of all countries is 
nearly similar, consisting of the bulky and most useful com- 
modities, the value of money in different countries will be 
chiefly regulated by their distance from the mines which 
supply the precious metals ; but as the arts and improve- 


1 [Editor’s italics. This is one of the most concise statements of 
the relations. between profits and wages in the entire work. Cf, 
§ 45.] 
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ments of society advance, and different nations excel in 
particular manufactures, although distance will still enter 
into the calculation, the value of the precious metals will 
be chiefly regulated by the superiority of those manufac- 
tures. 

Suppose all nations to produce corn, cattle, and coarse 
clothing only, and that it was by the exportation of such 
commodities that gold could be obtained from the coun- 
tries which produced them, or from those who held them 
in subjection; gold would naturally be of greater exchange- 
able value in Poland than in England, on account of the 
greater expense of sending such a bulky commodity as corn 
the more distant voyage, and also the greater expense attend- 
ing the conveying of gold to Poland. 

This difference in the value of gold, or which is the same 
thing, this difference in the price of corn in the two coun- 
tries, would exist, although the facilities of producing corn 
in England should far exceed those of Poland, from the 
ereater fertility of the land, and the superiority in the skill 
and implements of the labourer. 

If however Poland should be the first to improve her 
manufactures, if she should succeed in making a com- 
modity which was generally desirable, including great value 
in little bulk, or if she should be exclusively blessed with 
some natural production, generally desirable, and not pos- 
sessed by other countries, she would obtain an additional 
quantity of gold in exchange for this commodity, which 
would operate on the price of her corn, cattle, and coarse 
clothing. The disadvantage of distance would probably be 
more than compensated by the advantage of having an ex- 
portable commodity of great value, and money would be 
permanently of lower value in Poland than in England. 
if, on the contrary, the advantage of skill and machinery 
were possessed by England, another reason would be added 
(0 that which before existed, why gold should be less valu- 
vble in England than in Poland, and why corn, cattle, and 
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clothing, should be at a higher price in the former 
country. 

These? I believe to be the only two causes which regu- 
late the comparative value of money in the different coun- 
tries of the world; for although taxation occasions a dis- 
turbance of the equilibrium of money, it does so by depriving 
the country in which it is imposed of some of the advantages 
attending skill, industry, and climate. 

It has been my endeavour carefully to distinguish between 
a low value of money, and a high value of corn, or any other 
commodity with which money may be compared, These 
have been generally considered as meaning the same thing ; 
but it is evident, that when corn rises from five to ten shil- 
lings a bushel, it may be owing either to a fall in the value 
of money, or to a rise in the value of corn. Thus we have 
seen, that from the necessity of having recourse successively 
to land of a worse and worse quality, in order to feed an 
increasing population, corn must rise in relative value to 
other things. If therefore money continue permanently of 
the same value, corn will exchange for more of such money, 
that is to say, it will rise in price. The same rise. in the 
price of corn will be produced by such improvement of 
machinery in manufactures, as shall enable us to manufac- 
ture commodities with peculiar advantages: for the influx 
of money will be the consequence ; it will fall in value, and 
therefore exchange for less corn. But the effects resulting 
from a high price of corn when produced by the rise in the 
value of corn, and when caused by a fall in the value of 


‘ [Distance from mines and industrial position, but ‘‘ To be quite 
accurate.... we must say—the countries whose exportable pro- 
ductions are most in demand abroad, and contain greatest value in 
smallest bulk, which are nearest to the mines, and which have least 
demand for foreign productions, are those in which money will be 
of lowest value, or, in other words, in which prices will habitually 
range the highest.”—Mill, ‘ Principles,” book iii, ¢. xix., § 2, 
p. 368.] 
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money, are totally different. In both cases the money price 
of wages will rise, but if it be in consequence of the fall in 
the value of money, not only wages and corn, but all other 
commodities will rise. If the manufacturer has more to 
pay for wages, he will receive more for his manufactured 
goods, and the rate of profits will remain unaffected. But 
when the rise in the price of corn is the effect of the diffi- 

culty of production, profits will fall ; for the manufacturer 
will be obliged to pay more wages, a will not. be enabled 
to remunerate himself by raising the price of his manu- 
factured commodity. 

§ 58. Any improvement in the facility of working the 
mines, by which the precious metals may be produced with 
a less quantity of labour, will sink the value of money 
generally. It will then exchange for fewer commodities 
in all countries; but when any particular country excels 
in manufactures, so as to occasion an influx of money 
towards it, the value of money will be lower, and the prices 
of corn and labour will be relatively higher in that country, 
than in any other. 

This higher value of money will not be indicated by the 
exchange; bills may continue to be negotiated at par, 
although the prices of corn and labour should be 10, 20, or 
30 per cent. higher in one country than another. Under 
the circumstances supposed, such a difference of prices is 
the natural order of things, and the exchange can only be 
at par, when a sufficient quantity of money is introduced 
into the country excelling in manufactures, so as to raise 
the price of its corn and labour. If foreign countries 
should prohibit the exportation of money, and could suc- 
cessfully enforce obedience to such a law, they might in- 
deed prevent the rise in the prices of the corn and labour 
of the manufacturing country ; for such rise can only take 
place after the influx of the precious metals, supposing 
paper money not to be used; but they could not prevent 
the exchange from being very unfavourable to them. If 
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England were the manufacturing country, and it were pos- 
sible to prevent the importation of money, the exchange 
with France, Holland, and Spain, might be 5, 10, or 20 per 
cent. against those countries. 

Whenever the current of money is forcibly stopped, and 
when money is prevented from settling at its just level, 
there are no limits to the possible variations of the ex- 
change. The effects are similar to those which follow, 
when a paper money, not exchangeable for specie ati the 
will of the holder, is forced into circulation. Such a cur- 
rency is necessarily confined to the country where it is 
issued: it cannot, when too abundant, diffuse itself gene- 
rally amongst other countries. The level of circulation is 
destroyed, and the exchange will inevitably be unfavourable 
to the country where it is excessive in quantity: just so 
would be the effects of a metallic circulation, if by forcible 
means, by laws which could not be evaded, money should. 
be detained in a country, when the stream of trade gave it 
an impetus towards other countries. 

When each country has precisely the quantity of money 
which it ought to have, money will not indeed be of the 
same value in each, for with respect to many commodities 
it may differ 5, 10, or even 20 per cent., but the exchange 
will be at par. One hundred pounds in England, or the 
silver which is in £100, will purchase a bill of £100, or an 
equal quantity of silver, in France, Spain, or Holland. 

In speaking of the exchange and the comparative value 
of money in different countries, we must not in the least 
refer to the value of money estimated in commodities, in 
either country. The exchange is never ascertained by es- 
timating the comparative value of money in corn, cloth, or 
any commodity whatever, but by estimating the value of 
the currency of one country, in the currency of another. 

It may also be ascertained by comparing it with some 
standard common to both countries. If a bill on England 
for £100 will purchase the same quantity of goods in 
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France or Spain, that a bill on Hamburgh for the same 
sum will do, the exchange between Hamburgh and Eng- 
land is at par; but if a bill on England for £130, will 
purchase no more than a bill on Hamburgh for £100, the 
exchange is 30 per cent. against England. 

In England £100 may purchase a bill, or the right of 
receiving £101 in Holland, £102 in France, and £105 in 
Spain. The exchange with England is, in that case, said 
to be 1 per cent. against Holland, 2 per cent. against 
France, and 5 per cent. against Spain. It indicates that 
the level of currency is higher than it should be in those 
countries, and the comparative value of their currencies, 
and that of England, would be immediately restored to 
par, by abstracting from theirs, or by adding to that of 
England. 

Those who maintained that our currency was depreciated 
during the last ten years, when the exchange varied from 
20 to 30 per cent. against this country, have never con- 
tended, as they have been accused of doing, that money 
could not be more valuable in one country than another, 
as compared with various commodities; but they did 
contend, that £130 could not be detained in Hngland, 
unless it was depreciated, when it was of no more value, 
estimated in the money of Hamburgh, or of Holland, than 
the bullion in £100. 

By sending £130 good English pounds sterling to Ham- 
burgh, even at an expense of £5, I should be possessed 
there of £125; what then could make me consent to give 
£130 for a bill which would give me £100 in Hamburgh, 
but that my pounds were not good pounds sterling ?—they 
were deteriorated, were degraded in intrinsic value below 
the pounds sterling of Hamburgh, and if actually sent 
there, at an expense of £5, would sell only for £100. 
With metallic pounds sterling, it is not denied that my 
£130 would procure me £125 in Hamburgh, but with 
paper pounds sterling I can only obtain £100; and yet it 

K 
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was maintained that £180 in paper, was of equal value 
with £180 in silver or gold. 

Some indeed more reasonably maintained, that £180 
in paper was not of equal value with £180 in metallic 
money; but they said that it was the metallic money 
which had changed its value, and not the paper money. 
They wished to confine the meaning of the word depre- 
ciation to an actual fall of value, and not to a comparative 
difference between the value of money, and the standard 
by which by law it is regulated. One hundred pounds of 
English money was formerly of equal value with, and 
could purchase £100 of Hamburgh money: in any other 
country a bill of £100 on Hngland, or on Hamburgh, 
could purchase precisely the same quantity of commodities. 
To obtain the same things, I was lately obliged to give 
£130 Bnglish money, when Hamburgh could obtain them 
for £100 Hamburgh money. If Nnglish money was of 
the same value then as before, Hamburgh money must 
have rison in value, But where is the proof of this? 
How is it to be ascertained whether English money has 
fallen, or Hamburgh money has risen? there is no stan- 
dard by which this can be determined. It is a plea which 
admits of no proof, and can neither be positively affirmed, . 
nor positively contradicted, The nations of the world 
must have been early convinced, that there was no standard 
of value in nature, to which they might unerringly refer, 
and therefore chose a medium, which on the whole ap- 
peared to them less variable than any other commodity, 

To this standard we must conform till the law is 
changed, and till some other commodity is discovered, by 
the use of which we shall obtain a more perfect standard, 
than that which we have established. While gold is ex- 
clusively the standard in this country, money will be de- 
preciated, when a pound sterling is not of equal value with 
5 dwts, and 8 grs. of standard gold, and that, whether gold 
rises or falls in general value. 
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§ 54. 
see are a portion of the produce of the land and 
labour of a country, placed at the disposal of the 
government; and are always ultimately paid, either from 
the capital, or from the revenue of the country. 

We have already shown how the capital of a country is 
either fixed or circulating, according as it is of a more or 
of a less durable nature. It is difficult to define strictly, 
where the distinction between circulating and fixed capital 
begins ; for there are almost infinite degrees in the dura- 
bility of capital. The food of a country is consumed and 
reproduced at least once in every year; the clothing of 
the labourer is probably not consumed and reproduced 
in less than two years; whilst .his house and furniture 
are calculated to endure for a period of ten or twenty 
years. 

When the annual productions of a country more than 
replace its annual consumption, it is said to increase its 
capital; when its annual consumption is not at least re- 
placed by its annual production, it is said to diminish its 
capital. Capital may therefore be increased by an in- 
creased production, or by a diminished unproductive con- 
sumption. 

If the consumption of the government, when increased 
by the levy of additional taxes, be met either by an in- 
creased production, or by a diminished consumption on 
the part of the people, the taxes will fall upon revenue, 
and the national capital will remain unimpaired; but if 
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there be no increased production or diminished unpro- 
ductive consumption on the part of the people, the taxes 
will necessarily fall on capital, that is to say, they will 
impair the fund allotted to productive consumption." 

In proportion as the capital of a country is diminished, 
its productions will be necessarily diminished ; and, there- 
fore, if the same unproductive expenditure on the part of 
the people and of the government continue, with a con- 
stantly diminishing annual reproduction, the resources of 
the people and the state will fall away with increasing 
rapidity, and distress and ruin will follow. 

Notwithstanding the immense expenditure of the 
English government during the last twenty years,’ there 
can be little doubt but that the increased production on 
the part of the people has more than compensated for it. 
The national capital has not merely been unimpaired, it 
has been greatly increased, and the annual revenue of the 
people, even after the payment of their taxes, is probably 
greater at the present time than at any former period of 
our history. 

For the proof of this we might refer to the increase of 
population—to the extension of agriculture—to the in- 
erease of shipping and manufactures—to the building of 
docks—to the opening of numerous canals, as well as to 


1 Tt must be understood that all the productions of a country 
are consumed; but it makes the greatest difference imaginable 
whether they are consumed by those who reproduce, or by those 
who do not reproduce another value. When we say that revenue 
is saved, anc added to capital, what we mean is, that the portion 
of revenue, so said to be added to capital, is consumed by pro- 
ductive instead of unproductive labourers. There can be no 
greater error than in supposing that capital is increased by non- 
consumption. If the price of labour should rise so high, that 
notwithstanding the increase of capital, no more could be em- 
ployed, I should say that such increase of capital would be still 
unproductively consumed 

2 [1793-1815.] 
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many other expensive undertakings; all denoting an in- 
crease both of capital and of annual production. 

Still, however, it is certain that but for taxation this 
increase of capital would have been much greater. There 
are no taxes which have not a tendency to lessen the power 
to accumulate. All taxes must either fall on capital or 
revenue. If they encroach on capital, they must propor- 
tionably diminish that fund by whose extent the extent of 
the productive industry of the country must always be 
regulated ; and if they fall on revenue, they must either 
lessen accumulation, or force the contributors to save the 
amount of the tax, by making a corresponding diminution 
of their former unproductive consumption of the neces- 
saries and luxuries of life. Some taxes will produce these 
effects in a much greater degree than others; but the 
great evil of taxation is to be found, not so much in any 
selection of its objects, as in the general amount of its 
effects taken collectively. 

Taxes are not necessarily taxes on capital, because they 
are laid on capital; nor on income, because they are laid 
on income. If from my income of £1,000 per annum, I 
am required to pay £100, it will really be a tax on my 
income, should I be content with the expenditure of the 
remaining £900; but it will be a tax on capital, if I con- 
tinue to spend £1,000. 

The capital from which my income of £1,000 is derived, 
may be of the value of £10,000; a tax of one per cent. on 
such capital would be £100; but my capital would be un- 
affected, if after paying this tax, I in like manner con- 
tented myself with the expenditure of £900. 

The desire which every man has to keep his station in 
life, and to maintain his wealth at the height which it has 
once attained, occasions most taxes, whether laid on capital 
or on income, to be paid from income; and therefore as 
taxation proceeds, or as government increases its ex- 
penditure, the annual enjoyments of the people must be 
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diminished, unless they are enabled proportionally to 
increase their capitals and income. 

§ 55. It should be the policy of governments to en- 
courage a disposition to do this in the people, and never 
to lay such taxes as will inevitably fall on capital; since 
by so doing, they impair the funds for the maintenance of 
labour, and thereby diminish the future production of the 
country. 

In England this policy has been neglected, in taxing 
the probates of wills, in the legacy duty, and in all taxes 
affecting the transference of property from the dead to the 
living. If a legacy of £1,000 be subject to a tax of £100, 
the legatee considers his legacy as only £900 and feels no 
particular motive to save the £100 duty from his expen- 
diture, and thus the capital of the country is diminished ; 
but if he had really received £1,000, and had been re- 
quired to pay £100 asa tax on income, on wine, on horses, 
or on servants, he would probably have diminished, or 
rather not increased his expenditure by that sum, and the 
capital of the country would have been unimpaired.’ 

“Taxes upon the transference of property from the dead 
to the living,” says Adam Smith, “ fall finally, as well as 
immediately, upon the persons to whom the property is 
transferred. ‘Taxes on the sale of land fall altogether 
upon the seller. The seller is almost always under the 
necessity of selling, and must, therefore, take such a price 


1 [This is no doubt true, but on the other hand it must be re- 
membered: first, that such taxes, unless levied at a very high 
rate, have but little effect in impeding accumulation ; secondly, 
that they are very easy of collection, and on the whole difficult of 
evasion ; and, thirdly, that for reasons other than fiscal, succession 
and legacy dutieswould bear increase on this latter point; v. Mill, 
“ Principles,” bk. ii., c. ii., § 3. In another place Mill makes the 
valuable remark that, in the case of a country occupied in paying 
off a national debt, part of the taxes, if taken out of capital, remain 
capital still—Bk. v., c.ix., §1. Cf. Say, ‘“‘ Economie Politique,” 
bk. iii., ¢ viii., pp, 311-312.) 
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as he can get. The buyer is scarce ever under the neces- 
sity of buying, and will, therefore, only give such a price 
as he likes. He considers what the land will cost him in 
tax and price together. The more he is obliged to pay in 
the way of tax, the less he will be disposed to give in the 
way of price. Such taxes, therefore, fall almost always 
upon a necessitous person, and must, therefore, be very 
cruel and oppressive.”* ‘‘Stamp duties, and duties upon 
the registration of bonds and contracts for borrowed 
money, fall altogether upon the borrower, and in fact are 
always paid by him. Duties of the same kind upon law 
proceedings fall upon the suitors. They reduce to both 
the capital value of the subject in dispute. The more it 
costs to acquire any property, the less must be the neat 
value of it when acquired. All taxes upon the trans- 
ference of property of every kind, so far as they diminish 
the capital value of that property, tend to diminish the 
funds destined for the maintenance of labour. They are 
all more or less unthrifty taxes, that increase the revenue 
of the sovereign, which seldom maintains any but unpro- 
ductive labourers, at the expense of the capital of the 
people, which maintains none but productive.” * 

But this is not the only objection to taxes on the trans- 
ference of property; they prevent the national capital 
from being distributed in the way most beneficial to the 
community. For the general prosperity, there cannot be 
too much facility given to the conveyance and exchange 
of all kinds of property, as it is by such means that capital 
of every species is likely to find its way into the hands of 
those, who will best employ it in increasing the produc- 
tions of the country. “Why,” asks M. Say, “does an 
individual wish to sell his land? it is because he has 
another employment in view in which his funds will be 
more productive. Why does another wish to purchase 


1 (Bk. v., ¢ ii, p, 364.] 2 [Ibid., p. 364 d.] 
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this same land? it is to employ a capital which brings 
him in too little, which was unemployed, or the use of 
which he thinks susceptible of improvement. This ex- 
change will increase the general income, since it increases 
the income of these parties. But if the charges are so 
exorbitant as to prevent the exchange, they are an 
obstacle to this increase of the general income.”* Those 
taxes, however, are easily collected; and this by many 
may be thought to afford some compensation for their 
injurious effects. 


1 [«* Keonomie Politique,” bk. iii., c. viii., p. 309.] 
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§ 56. 

[FN in a former part of this work established,‘ 

I hope satisfactorily, the principle, that the price 
of corn is regulated by the cost of its production on that 
land exclusively, or rather with that capital exclusively, 
which pays no rent, it will follow that whatever may in- 
crease the cost of production will increase the price; what- 
ever may reduce it, will lower the price. The necessity of 
cultivating poorer land, or of obtaining a less return with a 
given additional capital on land already in cultivation, will 
inevitably raise the exchangeable value of raw produce. 
The discovery of machinery, which will enable the culti- 
vator to obtain his corn at a less cost of production, will 
necessarily lower its exchangeable value. Any tax which 
may be imposed on the cultivator, whether in the shape of 
land-tax, tithes, or a tax on the produce when obtained, 
will increase the cost of production, and will therefore raise 
the price of raw produce. 

If the price of raw produce did not rise so as to compen- 
sate the cultivator for the tax, he would naturally quit a 
trade where his profits were reduced below the general level 
of profits; this would occasion a diminution of supply, until 
the unabated demand should have produced such a rise in 
the price of raw produce, as to make the cultivation of it 
equally profitable with the investment of capital in any 
other trade. 


* [§ 27.] 
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A rise of price is the only means by which he could pay 
the tax, and continue to derive the usual and general profits 
from this employment of his capital. He could not deduct 
the tax from his rent, and oblige his landlord to pay it, for 
he pays no rent. He would not deduct it from his profits, 
for there is no reason why he should continue in an employ- 
ment which yields small profits, when all other employ- 
ments are yielding greater. There can then be no question, 
but that he will have the power of raising the price of raw 
produce by a sum equal to the tax. 

A tax on raw produce would not be paid by the landlord; 
it would not be paid by the farmer ; but it would be paid, 
in an increased price, by the consumer. 

Rent, it should be remembered, is the difference between 
the produce obtained by equal portions of labour and capital 
employed on land of the same or different qualities. Tt 
should be remembered too, that the money rent of land, and 
the corn rent of land, do not vary in the same proportion. 

In the case of a tax on raw produce, of a land-tax, or | 
tithes, the corn rent of land will vary, while the money 
rent will remain as before. i 

Tf, as we have before supposed,! the land in cultivation 
were of three qualities, and that with an equal amount of 
capital, 

180 qrs. of corn were obtained from land No. 1, 
170 ” ” ” ” 2, 
160 ” ” ” ”? 3, 


the rent of No. 1 would be 20 quarters, the difference 
between that of No. 3 and No. 1; and of No. 2, 10 quarters, 
the difference between that of No. 3 and No. 2; while No. 3 
would pay no rent whatever. 
Nowif the price of corn were £4 per quarter, the money 
rent of No. 1 would be £80, and that of No. 2, £40. 
Suppose a tax of 8s. per quarter to be imposed on corn; 


' [Page 60, note 2.] 
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.en the price would rise to £4 8s.; and if the landlords 
btained the same corn rent as before, the rent of No. | 
ould be £88, and that of No. 2, #44, But they would 
ot obtain the same corn rent; the tax would fall heavier 
n No. 1 than on No. 2, and on No, 2 than on No, 3, 
ecause it would be levied on a greater quantity of corn, 
; is the difficulty of production on No, 3 which regulates 
rice; and corn rises to £4 8s., that the profits of the 
upital employed on No. 3 may be on a level with the 
eneral profits of stock. 

The produce and tax on the three qualities of land will 
a as follows: 


No. 1, yielding 180 qra. at 8s perqr, » ». » ». - SI 
educt the value of 16°3 or 8s. perqr. on WWqre, . . » . 7% 
et corn produce 16377 Net money produce £72) 
No. 2, yielding 170 qrs. at £484. perqr. . . £148 
qrs. ab £4 8s., or Bs. - per ar. on 
educt the value of 15°4 170 qra. : sie 
et corn produce 154°6 Net money produce Lh) 
No. 3, yielding 160 qrs. at ZA8e . . ape PBIO4 


educt the value of 14’5 qrs. at £4 8., or 86. per qr. min 


et corn produce 1455 Net money produce “iy 


_— — 


The money rent of No. 1 would continue to be £40, or 
1e difference between £640 and £720; and that of No. 2, 
AQ, or the difference between £640 and £640, precisely 
1e same as before; but the corn rent will be reduced 
om 20 quarters on No. 1, to 182 quarters, the difference 
etween 145°5 and 163-7 quarters, and that on No. 2 from 
0 to 9:1 quarters, the difference between 145°5 aud LiA6 


uarters. 


A 
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A tax on corn, then, would fall on the consumers 01 
corn, and would raise its value as compared with all othey 
commodities, in a degree proportioned to the tax. In pro» 
portion as raw produce entered into the composition 0% 
other commodities, would their value also be raised, unles: 
the tax were countervailed by other causes. They woulc 
in fact be indirectly taxed, and their value would rise ir 
proportion to the tax. 

A tax, however, on raw produce, and on the necessaries 
of the labourer, would have another effect—it would raise 
wages. From the effect of the principle of population or 
the increase of mankind, wages of the lowest kind nevel 
continue much above that rate which nature and habit 
demand for the support of the labourers. This class is 
never able to bear any considerable proportion of taxation 
and, consequently, if they had to pay 8s. per quarter ix 
addition for wheat and in some smaller proportion fo! 
other necessaries, they would not be able to subsist on th 
same wages as before, and to keep up the race of labourerg 
Wages would inevitably and necessarily rise ; and in pro 
portion as they rose, profits would fall. Governmént woul 
receive a tax of 8s. per quarter on all the corn consumed it 
the country, a part of which would be paid directly by th 
consumers of corn; the other part” would be paid indi 
rectly by those who employed labour, and would affec 
profits in the same manner as if wages had been raised from 
the increased demand for labour compared with the supply 
or from an increasing difficulty of obtaining the food an 
necessaries required by the labourer. 

§ 57. In as far as the tax might affect consumers, 1 
would be an equal tax, but in as far as it would affec 
profits, it would be a partial tax; for it would neithe 
operate on the landlord nor on the stockholder, since the 

1) [An important addition. ] 

2 [2.e., that part of the tax which falls on the food, ete., of th 
labouring class. 
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vould continue to receive, the one the same money rent, 
he other the same money dividends as before. A tax on 
he produce of the land then would operate as follows: 


1st. It would raise the price of raw produce by a sum 
) equal to the tax, and would therefore fall on each 
consumer in proportion to his consumption. 
Qndly. It would raise the wages of labour, and lower 
profits. 
¢ may then be objected against such a tax, 


Ist. That by raismg the wages of labour, and lowering 
profits, it is an unequal tax, as it* affects the in- 
come of the farmer, trader, and manufacturer, and 
leaves untaxed the income of the landlord, stock- 
holder, and others enjoying fixed incomes. 

2ndly. That there would be a considerable interval be- 
tween the rise in the price of corn and the rise of 
wages, during which much distress would be expe- 
rienced by the labourer. 

3rdly. That raising wages and lowering profits is a dis- 
couragement to accumulation,” and acts in the same 
way as a natural poverty of soil. 

4thly. That by raising the price of raw produce, the 
prices of all commodities into which raw produce 
enters, would be raised, and that therefore we should 
not meet the foreign manufacturer on equal terms 
in the general market. 


§ 58. With respect to the first * objection, that by raising 
he wages of labour and lowering profits, it acts unequally 
's it affects the income of the farmer, trader, and manu- 
acturer, and leaves untaxed the income of the landlord, 


1 £it” omitted in McCulloch’s edition. ] 

2 [One of the few passages where the relation between the rate 
f interest and accumulation is mentioned ; ef. § 44, and Introduc- 
ion. ] 

3 [Editor’s italics.1 
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stockholder, and others enjoying fixed incomes,—it may be 
answered, that if the operation of the tax be unequal, it is 
for the legislature to make it equal, by taxing directly the 
rent of land, and the dividends from stock. By so doing, 
all the objects of an income tax would be obtained, with- 
out the inconvenience of having recourse to the obnoxious 
measure of prying into every man’s concerns, and arming 
commissioners with powers repugnant to the habits and 
feelings of a free country. 

§ 59. With respect to the second’ objection, that there 
would be a considerable interval between the rise of the 
price of corn and the rise of wages, during which much 
distress would be experienced by the lower classes,—I 
answer, that under different circumstances, wages follow 
the price of raw produce with very different degrees of 
celerity ; that in some cases no effect whatever is produced 
on wages by a rise of corn; in others, the rise of wages 
precedes the rise in the price of corn; again, in some the 
effect on wages is slow, and in others rapid. “ 

Those who maintain that it is the price of necessaries 
which regulates the price of labour, always allowing for the 
particular state of progression in which the society may be, 
seem to have conceded too readily, that a rise or fallin the 
price of necessaries will be very slowly succeeded by a rise 
or fall of wages. A high price of provisions may arise 
from very different causes, and may accordingly produce 
very different effects. It may arise from 


1 [Editor’s italies. ] 

2 [The following discussion has reference to two considerations ; 
the first and prominent one is, the objection to a tax on corn, ete., 
because of the distress thereby occasioned ; the second, and sub- 
ordinate one, the argument that administrative action should be 
taken to adjust wages to the price of necessaries. Such action, 
Ricardo urges under his first (1st) heading, would be rendered im- 
possible by natural causes. 

With reference to the main question, it must be remarked that 
Ricardo altogether overlooks the argument that a conservative 
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Ist. A deficient supply. 

2nd. From a gradually increasing demand, which may 
be ultimately attended with an increased cost of 
production. 

3rdly. From a fall in the value of money. 

Athly. From taxes on necessaries. 


These four causes have not been sufficiently distinguished 
and separated by those who have inquired into the influence 
of a high price of necessaries on wages. We will examine 
them severally. 

‘A bad harvest will produce a high price of provisions, 
and the high price is the only means by which the con- 
sumption is compelled to conform to the state of the 
supply. If all the purchasers of corn were rich, the price 
might rise to any degree, but the result would remain un- 
altered ; the price would at last be so high, that the least 
rich would be obliged to forego the use of a part of the 
quantity which they usually consumed, as by diminished 
consumption alone the demand could be brought down to 
the limits of the supply. Under such circumstances no 
policy can be more absurd, than that of forcibly regulating 
money wages by the price of food, as is frequently done, 
by misapplication of the poor laws. Such a measure 
affords no real relief to the labourer, because its effect is 
to raise still higher the price of corn, and at last he must 


feeling as to the due rate of wages for particular services, as 
expressed in money figures, prevents rapid adjustments. Price 
changes more easily because what we may term the price-market 
is more highly organized than the wage-market. As to the ulti- 
mate difference between the effects of the first and fourth causes, 
there is no doubt. It is more difficult to see what reason there is 
for believing with Ricardo that their immediate results should be 
so difficult as he here describes. Ricardo himself makes an admis- 
sion, the bearing of which on the point under discussion he hardly 
sees, when he says that agricultural capital might be withdrawn 
from the land. In such case there would, of course, be a period of 
distress. ] 1 (First. J 
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be obliged to limit his consumption in proportion to the 
limited supply. In the natural course of affairs a defi- 
cient supply from bad seasons, without any pernicious 
and unwise interference, would not be followed by a rise 
of wages. The raising of wages is merely nominal to 
those who receive them; it increases the competition im 
the corn market, and its ultimate effect is to raise the 
profits of the growers and dealers in corn. The wages of 
labour are really regulated by the proportion between the 
supply and demand of necessaries, and the supply and 


co 


~ 


demand of labour; and money is merely the medium, or | 


measure, in which wages are expressed. In this case then 
the distress of the labourer is unavoidable, and no legisla- 
tion can afford a remedy, except by the importation of ad- 
ditional food, or by adopting the most useful substitutes. 
‘When a high price of corn is the effect of an imereas- 
ing demand, it is always preceded by an increase of 
wages, for demand cannot increase, without an increase 


of means in the people to pay for that which they desire. _ 


An accumulation of capital naturally produces an in- 
creased competition among the employers of labour, and a 
consequent rise in its price. The increased wages are not 
always immediately expended on food, but are first made 
to contribute to the other enjoyments of the labourer. 
His improved condition however induces, and enables him 
to marry, and then the demand for food for the support of 
his family naturally supersedes that of those other enjoy- 
ments on which his wages were temporarily expended. 
Corn rises then because the demand for it increases, be- 
cause there are those in the society who have improved 
means of paying for it; and the profits of the farmer 
will be raised above the general level of profits, till the 
requisite quantity of capital has been employed on its pro- 
duction. Whether, after this has taken place, corn shall 
again fall to its former price, or shall continue per- 


1 [Second. ] 
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manently higher, will depend on the quality of the land 
from which the increased quantity of corn has been 
supplied. If it be obtained from land of the same fertility, 
as that which was last in cultivation, and with no greater 
cost of labour, the price will fall to its former state; if 
from poorer land, it will continue permanently higher. 
The high wages in the first instance proceeded from an 
increase in the demand for labour: inasmuch as it en- 
couraged marriage, and supported children, it produced 
the effect of increasing the supply of labour. But when 
the supply is obtained, wages will again fall to their 
former price, if corn has fallen to its former price: to a 
higher than the former price, if the increased supply of 
corn has been produced from land of an inferior quality. 
A high price is by no means incompatible with an 
abundant supply: the price is permanently high, not 
because the quantity is deficient, but because there has 
been an increased cost in producing it. It generally 
happens indeed, that when a stimulus has been given to 
population, an effect is produced beyond what the case 
requires; the population may be, and generally is so 
much increased as, notwithstanding the increased demand 
for labour, to bear a greater proportion to the funds for 
maintaining labourers than before the increase of capital. 
In this case a re-action will take place, wages will be 
below their natural level, and will continue so, till the 
usual proportion between the supply and demand has been 
restored. In this case then, the rise in the price of corn 
is preceded by a rise of wages, and therefore entails no 
distress on the labourer. 

‘A fall in the value of money, in consequence of an 
influx of the precious metals from the mines, or from 
the abuse of the privileges of banking, is another cause for 
the rise of the price of food; but it will make no altera- 
tion in the quantity produced. It leaves undisturbed too 

1 [Third.] 
L 
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the number of labourers, as well as the demand for them 3 
for there will be neither an increase nor a diminution of 
capital. The quantity of necessaries to be allotted to the 
labourer, depends on the comparative demand and supply 
of necessaries, with the comparative demand and supply ‘ 
of labour; money being only the medium in which the 
quantity is expressed; and as neither of these is altered, 
the real reward of the labourer will not alter. Money 
wages will rise, but they will only enable him to furnish 
himself with the same quantity of necessaries as before. 
‘Those who dispute this principle, are bound to show why 
an increase of money should not have the same effect in 
raising the price of labour, the quantity of which has not 
been increased, as they acknowledge it would have on the 
price of shoes, of hats, and of corn, if the quantity of those 
commodities were not increased. The relative market 
value of hats and shoes is regulated by the demand and 
supply of hats, compared with the demand and supply of 
shoes, and money is but the medium in which their value 
is expressed. If shoes be doubled in price, hats will also 
be doubled in price, and they will retain the same com- 
parative value. So if corn and all the necessaries of the 
labourer be doubled in price, labour will be doubled in 
price also, and while there is no interruption to the usual 
demand and supply of necessaries and of labour, there can 
be no reason why they should not preserve their relative ~ 
value. 

1 Neither a fall in the value of money, nor a tax on 
raw produce, though each will raise the price, will neces- 
sarily interfere with the quantity of raw produce; or with 
the number of people, who are both able to purchase, 
and willing to consume it. It is very easy to perceive 
why, when the capital of a country increases irregularly, 
wages should rise, whilst the price of corn remains 
stationary, or rises in a less proportion; and why, when ~ 

' (Fourth. | 
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the capital of a country diminishes, wages should fall 
whilst corn remains stationary, or falls in a much less 
proportion, and this too for a considerable time; the 
reason is, because labour is a commodity which cannot be 
increased and diminished at pleasure. If there are too 
few hats in the market for the demand, the price will rise, 
but only for a short time; for in the course of one year, 
by employing more capital in that trade, any reasonable 
addition may be made to the quantity of hats, and there- 
fore their market price cannot long very much exceed 
their natural price ; but it is not so with men; you cannot 
increase their number in one or two years when there is 
an increase of capital, nor can you rapidly diminish their 
number when capital is in a retrograde state ; and, there- 
fore, the number of hands increasing or diminishing 
slowly, whilst the funds for the maintenance of labour 
increase or diminish rapidly, there must be a considerable 
interval before the price of labour is exactly regulated by 
the price of corn and necessaries ; but in the case of a fall 
in the value of money, or of a tax on corn, there is not 
necessarily any excess in the supply of labour, nor any 
abatement of demand, and therefore there can be no reason 
why the labourer should sustain a real diminution of wages.' 

A tax on corn does not necessarily diminish the quantity 
of corn, it only raises its money price; it does not neces- 
sarily diminish the demand compared with the supply of 
labour ; why then should it diminish the portion paid to 
the labourer? Suppose it true that it did diminish the 
quantity given to the labourer, in other words, that it did 
not raise his money wages in the same proportion as the 
tax raised the price of the corn which he consumed ; 
would not the supply of corn exceed the demand ?—would 
it not fall in price? and would not the labourer thus 

1 [This goes a little too far. It must be pointed out that the 


owner of capital will fail to see why he should sustain a real dimi- 
nution of his interest or profits. ] 
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obtain his usual portion? In such case, indeed, capital 
would be withdrawn from agriculture; for if the price 
were not increased by the whole amount of the tax, agri- 
cultural profits would be lower than the general level of 
profits, and capital would seek a more advantageous 
employment. In regard then to a tax on raw produce, 
which is the poimt under discussion, it appears to me that 
no interval which could bear oppressively on the labourer, 
would elapse between the rise in the price of raw produce, 
and the rise in the wages of the labourer ; and that there- 
fore no other inconvenience would be suffered by this 
class, than that which they would suffer from any other 
mode of taxation, namely, the risk that the tax might in- 
fringe on the funds destined for the maintenance of labour, 
and might therefore check or abate the demand for it. 

§ 60. With respect to the third ' objection against taxes 
on raw produce, namely, that the raising wages, and lower- 
ing profits, is a discouragement to accumulation, and acts 
in the same way as a natural poverty of soil; I have 
endeavoured to show in another part of this work that 
savings may be as effectually made from expenditure as 
from production; from a reduction in the value of com- 
modities, as from a rise in the rate of profits. By imcreas- 
ing my profits from £1,000 to £1,200, whilst prices con- 
tinue the same, my power of increasing my capital by 
savings is increased, but it is not increased so much as it 
would be if my profits continued as before, whilst com- 
modities were so lowered in price, that £800 would pro- 
cure me as much as £1,000 purchased before. 

Now the sum required by the tax must be raised, and 
the question simply is, whether the same amount shall be 
taken from individuals by diminishing their profits, or by 
raising the prices of the commodities on which their profits 
will be expended. 

Taxation under every form presents but a choice of evils ; 

' [Editor’s italics. ] 
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if it do not act on profit, or other sources of income, it 
must act on expenditure; and provided the burthen be 
equally borne, and do not repress reproduction, it is indif- 
“ferent on which it is laid. Taxes on production, or on 
the profits of stock, whether applied immediately to profits, 
or indirectly, by taxing the land or its produce, have this 
advantage over other taxes; that provided all other income 
be taxed, no class of the community can escape them, and 
each contributes according to his means. 

From taxes on expenditure a miser may escape; he may 
have an income of £10,000 per annum, and expend only 
£300; but from taxes on profits, whether direct or indirect, 
he cannot escape; he will contribute to them either by 
giving up a part, or the value of a part of his produce; or 
by the advanced prices of the necessaries essential to pro- 
duction, he will be unable to continue to accumulate at the 
same rate. He may, indeed, have an income of the same 
value, but he will not have the same command of labour, 
nor of an equal quantity of materials on which such labour 
¢an be exercised. 

If a country is insulated from all others, having no 
commerce with any of its neighbours, it can in no way shift 
any portion of its taxes from itself. A portion of the pro- 
duce of its land and labour will be devoted to the service 
of the State; and I cannot but think that, unless it 
presses unequally on that class which accumulates and 
saves, it will be of little importance whether the taxes be 
levied on profits, on agricultural, or on manufactured com- 
modities. If my revenue be £1,000 per annum, and I 
must pay taxes to the amount of £100, it is of little 
importance whether I pay it from my revenue, leaying 
myself only £900, or pay £100 in addition for my agri- 
cultural commodities, or for my manufactured goods. 
If £100 is my fair proportion of the expenses of the 
country, the virtue of taxation consist’ in making sure that 

1 [Sic, consists. ] 
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I shall pay that £100, neither more nor less; and that 
cannot be effected in any manner so securely as by taxes 
on wages, profits, or raw produce. 

§ 61. The fourth * and last objection which remains to be 
noticed is: That by raising the price of raw produce, the 
prices of all commodities into which raw produce enters, 
will be raised, and that, therefore, we shall not meet the 
foreign manufacturer on equal terms in the general market. 

In the first place, corn and all home commodities could 
not be materially raised in price without an influx of the pre- 
cious metals ; for the same quantity of money could not cir- 
culate the same quantity of commodities, at high as at low 
prices,and the precious metals never could be purchased with 
dear commodities. When more gold is required, it must 
be obtained by giving more, and not fewer commodities in 
exchange for it. Neither could the want of money be sup- 
plied by paper, for it is not paper that regulates the value 
of gold as a commodity, but gold that regulates the value 
of paper. Unless then the value of gold could be lowered, 
no paper could be added to the circulation without being 
depreciated. And that the value of gold could not- be 
lowered, appears clear, when we consider that the value of 
gold as a commodity must be regulated by the quantity 
of goods which must be given to foreigners in exchange 
for it. When gold is cheap, commodities are dear; and 
when gold is dear, commodities are cheap, and fall in 
priee. Now as no cause is shown why foreigners should 
sell their gold cheaper than usual, it does not appear pro- 
bable that there would be any influx of gold. Without such 
an influx there can be no increase of quantity, no fall in 
its value, no rise in the general price of goods.” 

The probable effect of a tax on raw produce, would be 


1 [Editor’s italics. ] 

2 It may be doubted whether commodities raised in price, merely 
by taxation, would require any more money for their circulation. I 
believe they would not, 
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to raise the price of raw produce, and of all commodities 
in which raw produce entered, but not in any degree 
proportioned to the tax; while other commodities in which 
no raw produce entered, such as articles made of the 
metals and the earths, would fall in price: so that the 
same quantity of money as before would be adequate to 
the whole circulation. 

A tax which should have the effect of raising the price 
of all home productions, would not discourage exportation, 
except during a very limited time. If they were raised in 
price at home, they could not indeed immediately be profit- 
ably exported, because they would be subject to a burthen 
here from which abroad they were free. The tax would 
produce the same effect as an alteration in the value of 
money, which was not general and common to all countries, 
but confined to a single one. If England were that 
country, she might not be able to sell, but she would be 
able to buy, because importable commodities would not 
be raised in price. Under these circumstances nothing 
but money could be exported in return for foreign com- 
modities, but this is a trade which could not long con- 
tinue; a nation cannot be exhausted of its money, for 
after a certain quantity has left it, the value of the 
remainder will rise, and such a price of commodities will 
be the consequence, that they will again be capable of 
being profitably exported. "When money had risen, there- 
fore, we should no longer export it in return for goods, but 
we should export those manufactures which had first been 
raised in price, by the rise in the price of the raw produce 
from which they were made, and then again lowered by 
the exportation of money. 

But it may be objected, that when money so rose in 
value, it would rise with respect to foreign as well as home 
commodities, and therefore that all encouragement to 
import foreign goods would cease. Thus, suppose we 
imported goods which cost £100 abroad, and which sold 
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for £120 here, we should cease to import them, when the 
value of money had so risen in England, that they would 
only sell for £100 here: this however, could never hap- 
pen. The motive which determines us to import a com- 
modity, is the discovery of its relative cheapness abroad : 
it is the comparison of its price abroad with its price 
at home. If a country export’ hats, and imports ' cloth, it 
does so because it can obtain more cloth by making hats, 
and exchanging them for cloth, than if it made the cloth 
itself. If the rise of raw produce occasions any increased 
cost of production in making hats, it would occasion also 
an increased cost in making cloth. If, therefore, both 
commodities were made at home, they would both rise. 
One, however, being a commodity which we import, would 
not rise, neither would it fall, when the value of money 
rose; for by not falling, it would regain its natural rela- 
tion to the exported commodity. The rise of raw produce 
makes a hat rise from 30 to 33 shillings, or 10 per cent. : 
the same cause if we manufactured cloth, would make it 
rise from 20s. to 22s. per yard. This rise does not destroy 
the relation between cloth and hats; a hat was, and con- 
tinues to be, worth one yard and a half of cloth. But if 
we import cloth, its price will continue uniformly at 20s. 
per yard, unaffected first by the fall, and then by the rise 
in the value of money; whilst hats, which had risen from 
30s. to 33s., will again fall from 338s. to 30s., at which 
point the relation between cloth and hats will be restored. 

To simplify the consideration of this subject, I have 
been supposing that a rise in the value of raw materials 
would affect, in an equal proportion, all home commodi- 
ties; that if the effect on one were to raise it 10 per cent., 
it would raise all 10 per cent.; but as the value of commo- 
dities is. very differently made up of raw material and 
labour ; as some commodities, for instance, all those made 


* [Ste] 
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from the metals, would be unaffected by the rise of raw 
produce from the surface of the earth, it is evident that 
there would be the greatest variety in the effects produced 
on the value of commodities, by a tax on raw produce. As 
far as this effect was produced, it would stimulate or retard 
the exportation of particular commodities, and would un- 
doubtedly be attended with the same inconvenience that 
attends the taxing of commodities; it would destroy the 
natural relation between the value of each. Thus the 
natural price of a hat, instead of being the same as a yard. 
and a half of cloth, might only be of the value of a yard 
and a quarter, or it might be of the value of a yard and 
three quarters, and therefore rather a different direction 
might be given to foreign trade. All these inconveniences 
would probable not interfere with the value * of the exports 
and imports; they would only prevent the very best distri- 
bution of the capital of the whole world, which is never so 
well regulated, as when every commodity is freely allowed 
to settle at its natural price, unfettered by artificial re- 
straints. * 

Although then the rise in the price of most of our own 
commodities, would for a time check exportation generally, 
and might permanently prevent the exportation of a few 
commodities, it could not materially interfere with foreign 
trade, and would not place us under any comparative dis- 
advantage as far as regarded competition in foreign 
markets. 


1 [This word should be noticed. It is the key to the whole dis- 
cussion. ] 

2 [There would further be a tendency for both capital and labour 
to seek a country where they might engage in production under 
less disadvantageous conditions. ] 
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§ 62. 
A TAX on rent would affect rent only; it would fall 

wholly on landlords, and could not be shifted to any 
class of consumers. The landlord could not raise his rent, 
because he would leave unaltered the difference between 
the produce obtained from the least productive land in 
cultivation, and that obtained from land of every other 
quality. Three sorts of land, No. 1, 2, and 3, are in cul- 
tivation, and yield respectively with the same labour, 180, 
170, and 160 quarters of wheat; but No. 3 pays no rent, 
and is therefore untaxed: the rent then of No. 2 cannot be 
made to exceed the value of ten, nor No. 1, of twenty 
quarters. Such a tax could not raise the price of raw 
produce, because as the cultivator of No. 3 pays neither 
rent nor tax, he would in no way be enabled to raise 
the price of the commodity produced. A tax on rent 
would not discourage the cultivation of fresh land, for such 
land pays no rent, and would be untaxed. If No. 4 were 
taken into cultivation, and yielded 150 quarters, no tax 
would be paid fur such land; but it would create a rent of 
ten quarters on No. 3, which would then commence paying 
the tax. 

§ 63. A tax on rent, as rent is constituted, would dis- 
courage cultivation, because it would bea tax on the profits 
of the landlord. The term rent of land, as I have elsewhere 
observed,* is applied to the whole amount of the value paid 


* [§ 24.) 
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yy the farmer to his landlord, a part only of which is strictly 
ent. The buildings and fixtures, and other expenses paid 
or by the landlord, form strictly a part of the stock of the 
‘arm, and must have been furnished by the tenant, if not 
provided by the landlord. Rent is the sum paid to the land- 
ord for the use of the land, and for the use of the land 
nly. The further sum that is paid to him under the name 
of rent, is for the use of the buildings, etc., and is really the 
profits of the landlord’s stock. In taxing rent, as no dis- 
inction would be made between that part paid for the use 
of the land, and that paid for the use of the landlord’s 
stock, a portion of the tax would fall on the landlord’s 
profits, and would, therefore, discourage cultivation, unless 
the price of raw produce rose. On that land, for the use of 
which no rent was paid, a compensation under that name 
might be given to the landlord for the use of his buildings: 
These buildings would not be erected, nor would raw pro- 
duce be grown on such land, till the price at which it sold 
would not only pay for all the usual outgoings, but also this 
,dditional one of the tax. This part of the tax does not 
fall on the landlord, nor on the farmer, but on the con- 
sumer of raw produce. 

There can be little doubt but that if a tax were laid on 
rent, landlords would soon find a way to discriminate be- 
tween that which is paid to them for the use of the land, 
and that which is paid for the use of the buildings, and the 
improvements which are made by the landlord’s stock. 
The latter would either be called the rent of house and 
buildings, or on all new land taken into cultivation, such 
buildings would be erected, and improvements would be 
made by the tenant, and not by the landlord. The land- 
lord’s capital might indeed be really employed for that 
purpose; it might be nominally expended by the tenant, 
the landlord furnishing him with the means, either in the 
shape of a loan, or in the purchase of an annuity for the 
duration of the lease. Whether distinguished or not, there 
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is a real difference between the nature of the compensations 
which the landlord receives for these different objects ; and 
it is quite certain, that a tax on the real rent of land falls 
wholly on the landlord, but that a tax on that remunera- 
tion which the landlord receives for the use of his stock ex- 
pended on the farm, falls, in a progressive country, on the 
consumer of raw produce. Ifa tax were laid on rent, and 
no means of separating the remuneration now paid by the 
tenant to the landlord under the name of rent, were adopted 
the tax, as far as it regarded the rent on the buildings anc 
other fixtures, would never fall for any length of time or 
the landlord, but on the consumer. The capital expendec 
on these buildings, etc., must afford the usual profit o! 
stock ; but it would cease to afford this profit on the lanc 
last cultivated, if the expenses of those buildings, ete., dic 
not fall on the tenant; and if they did, the tenant woul 
then cease to make his usual profits of stock, unless he 
could charge them on the consumer. 


CHAPTER XI.—TITHES. 


§ 64. 

Byte ees are a tax on the gross produce of the land, and 

like taxes on raw produce, fall wholly on the con- 
sumer. They differ from a tax on rent, inasmuch as they 
affect land which such a tax would not reach ; and raise 
the price of raw produce, which that tax would not alter. 
Lands of the worst quality, as well as of the best, pay 
tithes, and exactly in proportion to the quantity of pro- 
duce obtained from them; tithes are therefore an equal 
tax. 

If land of the last quality, or that which pays no rent, 
and which regulates the price of corn, yield a sufficient 
quantity to give the farmer the usual profits of stock, 
when the price of wheat is £4 per quarter, the price must 
rise to £4 8s. before the same profits can be obtained 
after the tithes are imposed, because for every quarter of 
wheat the cultivator must pay eight shillings to the 
church, and if he does not obtain the same profits, there is 
no reason why he should not quit his employment, when 
he can get them in other trades. 

The only difference between tithes and taxes on raw 
produce, is, that one is a variable money tax, the other a 
{ixed money tax. In a stationary state of society, where 
there is neither increased nor diminished facility of pro- 
ducing corn, they will be precisely the same in their 
offects; for, in such a state, corn will be at an invariable 
price, and the tax will therefore be also invariable. In 
either a retrograde state, or in a state in which great im- 
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provements are made in agriculture, and where con- 
sequently raw produce will fall in value comparatively 
with other things, tithes will be a lighter tax than a per- 
manent money tax; for if the price of corn should fall 
from £4 to £3, the tax would fall from eight to six shil- 
lings. In a progressive state of society, yet without any 
marked improvements in agriculture, the price of corn 
would rise, and tithes would be a heavier tax than a per- 
manent money tax. If corn rose from £4 to £5, the 
tithes on the same land would advance from eight to ten 
shillings. 

Neither tithes nor a money tax will affect the money 
rent of landlords, but both will materially affect corn rents. 
We have already observed how a money tax operates on 
corn rents, and it is equally evident that a similar effect 
would be produced by tithes. If the lands, No. 1, 2, 3, 
respectively produced 180, 170, and 160 quarters, the 
rents might be on No. 1, twenty quarters, and on No. 2, 
ten quarters; but they would no longer preserve that pro- 
portion after the payment of tithes: for if a tenth be 
taken from each, the remaining produce will be 162, 153, 
144, and consequently the corn rent of No. 1 will be re- 
duced to eighteen, and that of No. 2 to nine quarters. 
But the price of corn would rise from £4 to £4 8s. 103d. ; 
for 144 quarters are to £4 as 160 quarters to £4 8s. 103d., 
and consequently the money rent would continue un- 
altered; for on No. 1 it would be £80,' und on No. 2, 
£A0.” 

The chief objection against tithes is, that they are not a 
permanent and fixed tax, but increase in value, in propor- 
tion as the difficulty of producing corn increases. If those 
difficulties should make the price of corn £4, the tax is 
8s., if they should increase it to £5, the tax is 10s., and at 
£6, it is 12s. They not only rise in value, but they 
increase in amount: thus, when No. 1 was cultivated, the 


1 18 Quarters at £4 8s. 108d. 2 9 Quarters at £4 8s. 108d. 
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tax was only levied on 180 quarters; when No. 2 was 
cultivated, it was levied on 180+170, or 350 quarters ; 
and when No. 3 was cultivated, on 180+170+160=510 
quarters. Not only is the amount of tax increased from 
100,000 quarters, to 200,000 quarters, when the produce is 
increased from one to two millions of quarters; but, 
owing to the increased labour necessary to produce the 
second million, the relative value of raw produce is so 
advanced, that the 200,000 quarters may be, though only 
twice in quantity, yet in value three times that of the 
100,000 quarters which were paid before. 

Tf an equal value were raised for the church by any 
other means, increasing in the same manner as tithes in- 
crease, proportionably with the difficulty of cultivation, 
the effect would be the same, and therefore it is a mistake 
to suppose that, because they are raised on the land, they 
discourage cultivation more than an equal amount would 
do if raised in any other manner. The church would in 
both cases be constantly obtaining an increased portion of 
the net produce of the land and labour of the country. In 
an improving state of society, the net produce of land is 
always diminishing in proportion to its gross produce; but 
it is from the net income of a country that all taxes are 
ultimately paid, either in a progressive or in a stationary 
country. A tax increasing with the gross income, and 
falling on the net income, must necessarily be a very 
burdensome, and a very intolerable tax. Tithes are a 
tenth of the gross, and not of the net produce of the land, 
and therefore as society improves in wealth, they must, 
though the same proportion of the gross produce, become 
a larger and larger proportion of the net produce. 

§ 65. Tithes, however, may be considered as injurious 
to landlords, inasmuch as they act as a bounty on im- 
portation, by taxing the growth of home corn, while the 
importation of foreign corn remains unfettered. And if, 
in order to relieve the landlords from the effects of the 
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diminished demand for land, which such a bounty must 
encourage, imported corn were also taxed, in an equal 
degree with corn grown at home, and the produce paid to 
the State, no measure could be more fair and equitable ; 
since whatever were paid to the State by this tax, would 
go to diminish the other taxes which the expenses of 
Government make necessary: but if such a tax were 
devoted only to increase the fund paid to the church, it 
might indeed on the whole increase the general mass of 
production, but it would diminish the portion of that mass 
allotted to the productive classes. 

Tf the trade of cloth were left perfectly free, our manu- 
facturers might be able to sell cloth cheaper than we could 
import it. If a tax were laid on the home manufacturer, 
and not on the importer of cloth, capital might be injuri- 
ously driven from the manufacture of cloth to the manu- 
facture of some other commodity, as cloth might then be 
imported cheaper than it could be made at home. If im- 
ported cloth should also be taxed, cloth would again be 
manufactured at home. The consumer first bought cloth 
at home, because it was cheaper than foreign cloth; he 
then bought foreign cloth, because it was cheaper untaxed 
than home cloth taxed: he lastly bought it again at home, 
because it was cheaper when both home and foreign cloth 
were taxed. It is in the last case that he pays the 
greatest price for his cloth, but all his additional payment 
is gained by the State. In the second case, he pays more 
than in the first, but all he pays im addition is not received 
by the State, it is an increased price caused by difficulty of 
production, which is incurred, because the easiest means of 
production are taken away from us, by being fettered 
with a tax. 


CHAPTER XII.—LAND-TAX. 


§ 66. 

A LAND-TAX, levied in proportion to the rent of land, 

and varying with every variation of rent, is in effect a 
tax on rent; and as such a tax will not apply to that land 
which yields no rent, nor to the produce of that capital 
which is employed on the land with a view to profit merely, 
and which never pays rent, it will not in any way affect the 
price of raw produce, but will fall wholly on the landlords. 
In no respect would such a tax differ from a tax on rent. 
But if a land-tax be imposed on all cultivated land, how- 
ever moderate that tax may be, it will bea tax on produce, 
and will therefore raise the price of produce. If No. 3 be 
the land last cultivated, although it should pay no rent, 
it cannot, after the tax, be cultivated, and afford the general 
rate of profit, unless the price of produce rise to meet the 
tax. Hither capital will be withheld from that employment 
until the price of corn shall have risen, in consequence of 
demand, sufficiently to afford the usual profit ; or if already 
employed on such land, it will quit it, to seek a more ad- 
vantageous employment. The tax cannot be removed to the 
landlord, for by the supposition he receives no rent. Such 
a tax may be proportioned to the quality of the land and 
the abundance of its produce, and then it differs m no re- 
spect from tithes; or it may be a fixed tax per acre on all 
land cultivated, whatever 1ts quality may be. : 

§ 67. A land-tax of this latter description would be a 
very unequal tax, and would be contrary to one of the four 
maxims with regard to taxes in general, to which, accord. 

M 
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ing to Adam Smith,’ all taxes should conform. The four 
maxims are as follow: 


1. “The subjects of every state ought to contribute 
towards the support of the government, as nearly 
as possible in proportion to their respective abili- 
ties. 

2. “The tax which each individual is bound to pay ought 
to be certain and not arbitrary. 

3. “ Every tax ought to be levied at the time, or in the 
manner in which it is most likely to be convenient 
for the contributor to pay it. 

4, “ Every tax ought to be so contrived as both to take 
out and to keep out of the pockets of the people as 
little as possible, over and above what it brings into 
the public treasury of the State.” 


An equal land-tax, imposed indiscriminately and with- 
out any regard to the distinction of its quality, on all land 
cultivated, will raise the price of corn in proportion to 
the tax paid by the cultivator of the land of the worst 
quality. Lands of different quality, with the employment 
of the same capital, will yield very different quantities of 
raw produce. If on the land which yields a thousand 
quarters of corn with a given capital, a tax of £100 be 
laid, corn will rise 2s. per quarter to compensate the 
farmer for the tax. But with the same capital on land of 
a better quality, 2,000 quarters may be produced, which at 
2s. a quarter advance, would give £200; the tax, however, 
bearing equally on both lands will be £100 on the better 
as well as on the inferior, and consequently the consumer 
of corn will be taxed, not only to pay the exigencies of the 
State, but also to give to the cultivator of the better land, 
£100 per annum during the period of his lease, and after- 


' (Bk, v., ¢. ii, pp. 347 b-348.] 
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wards to raise the rent of the landlord to that amount.’ A 
tax of this description then would be contrary to the 
fourth maxim of Adam Smith, it would take out and keep 
out of the pockets of the people more than what it brought 
imto the treasury of the State. The taille in France before 
the Revolution, was a tax of this description; those lands 
only were taxed, which were held by an ignoble tenure, the 
price of raw produce rose in proportion to the tax, and 
therefore they whose lands were not taxed, were benefited 
by the increase of their rent. Taxes on raw produce, as 
well as tithes, are free from this objection: they raise the 
price of raw produce, but they take from each quality of 
land a contribution in proportion to its actual produce, 
and not in proportion to the produce of that which is the 
‘least productive. 

From the peculiar view which Adam Smith took of 
rent, from his not having observed that much capital is 
expended in every country, on the land for which no rent 
is paid, he concluded that all taxes on the land, whether 


y 


1 [This is true so far as the immediate effect of the tax is con- 
cerned; but there can be no doubt that the rise in price thus 
- brought about by the unusually heavy incidence of the land-tax on 
the land lowest in the scale of fertility, on the land, that is, which 
- it is just worth while to cultivate, would make it advantageous to 
employ more capital on the more fertile lands. Such capital could 
be employed at above the average profits, since the cost of its 
produce would not be proportionally affected by the tax, this being 
imposed according to the acreage. In consequence of such em- 
ployment price will tend to fall, and in consequence of such fall a 
“certain amount of land will be thrown out of cultivation. This 
process will continue to take place till the return to the last dose 
of capital applied to these more fertile soils is the same as the 
return to the capital applied to the less fertile soils. Then, and 
not till then, will the process of rearrangement be complete. Then 
too the tax will fall on the consumer, but he will not be taxed as 
Ricardo suggests, “‘to raise the rent of the landlord.” In argu- 
ments such as these it is well to remember the assumptions made 
in the theory of Rent. See Appendix B.] 
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they were laid on the land itself in the form of land-tax or 
tithes, or on the produce of the land, or were taken from 
the profits of the farmer, were all invariably paid by the 
landlord, and that he was in all cases the real contributor, 
although the tax was, in general, nominally advanced by 
the tenant. “Taxes upon the produce of the land,” he 
says, “are in reality taxes upon the rent; and though 
they may be originally advanced by the farmer, are finally 
paid by the landlord. When a certain portion of the 
produce is to be paid away for a tax, the farmer computes 
as well as he can, what the value of this portion is, one 
year with another, likely to amount to, and he makes a 
proportionable abatement in the rent which he agrees to 
pay to the landlord. There is no farmer who does not 


compute beforehand what the church-tithe, which is a : 


land-tax of this kind, is, one year with another, likely to 
amount to-’' It is undoubtedly true, that the farmer 
does calculate his probable outgoings of all descriptions, 
when agreeing with his landlord for the rent of his farm ; 
and if for the tithe paid to the church, or for the tax on 
the produce of the land, he were not compensated by a 
rise in the relative value of the produce of his farm, he 


would naturally endeavour to deduct them from his rent. ° 


But this is precisely the question in dispute: whether he , 


will eventually deduct them from his rent, or be com- 
pensated by a higher price of produce. For the reasons 
which have been already given, I cannot have the least 
doubt but that they would raise the price of produce, 


and consequently that Adam Smith has taken an incorrect . 


view of this important question. 

Dr. Smith’s view of this subject is probably the reason 
why he has described “the tithe, and every other land-tax 
of this kind, under the appearance of perfect equality, as 
very unequal taxes; a certain portion of the produce being 


. (Bk, v., @ ii, p. 352d.) 
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in different situations, equivalent to a very different 
portion of the rent.”! I have endeavoured to show that 
such taxes do not fall with unequal weight on the different 
classes of farmers or landlords, as they are both compen- 
sated by the rise of raw produce, and only contribute to 
the tax in proportion as they are consumers of raw 
produce. Inasmuch indeed as wages, and through wages, 
the rate of profits are affected, landlords, instead of con- 
tributing their full share to such a tax, are the class 
peculiarly exempted. Itis the profits of stock, from which 
that portion of the tax is derived which falls on those 
labourers, who, from the insufficiency of their funds, are 
incapable of paying taxes; this portion is exclusively 
borne by all those whose income is derived from the em- 
‘ployment of stock, and therefore it in no degree affects 
landlords. 

§ 68. It is not to be inferred from this view of tithes, 
and taxes on the land and its produce, that they do not 
discourage cultivation. very thing which raises the 
exchangeable value of commodities of any kind, which are 
in very general demand, tends to discourage both cultiva- 
tion and production ; but this is an evil inseparable from 
all taxation, and is not confined to the particular taxes of 
which we are now speaking. 

This may be considered, indeed, as the unavoidable dis- 
advantage attending all taxes received and expended by 
the State. Every new tax becomes a new charge on pro- 
duction, and raises natural price. A portion of the labour 

_of the country which was before at the disposal of the 
contributor to the tax, is placed at the disposal of the 
State, and cannot therefore be employed productively. 
This portion may become so large, that sufficient surplus 
produce may not be left to stimulate the exertions of 
those who usually augment by their savings the capital 


1 (Bk. v., ¢. ii., p. 352 b.] 


' 
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of the State. Taxation has happily never yet in any free 
country been carried so far as constantly from year to year 
to diminish its capital. Such a state of taxation could not 
be long endured ; or if endured, it would be constantly 
absorbing so much of the annual produce of the country 
as to occasion the most extensive scene of misery, famine, 
and depopulation. 

«A land-tax,” says Adam Smith, “which, like that of 
Great Britain, is assessed upon each district according to 
certain invariable canon, though it should be equal at 
the time of its first establishment, necessarily becomes 
unequal in process of time, according to the unequal 
degrees of improvement or neglect in the cultivation of 
the different parts of the country. In England the valua- 
tion according to which the different counties and parishes 
were assessed to the land-tax by the 4th, William and 
Mary, was very unequal, even at its first establishment. 
This tax, therefore, so far offends against the first of the 
four maxims above mentioned. It is perfectly agreeable 
to the other three. It is perfectly certain. The time of 
payment for the tax being the same as that for the rent, i 
as convenient as it can be to the contributor. Though the 
landlord is in all cases the real contributor, the tax i 
commonly advanced by the tenant, to whom the landlor¢ 
is obliged to allow it in the payment of the rent.”’* 

If the tax be shifted by the tenant not on the landlor 
but on the consumer, then if it be not unequal at first, j 
can never become so; for the price of produce has been a 
once raised in proportion to the tax, and will afterward 
vary no more on that account. It may offend, if unequal 
as Lhave attempted to show that it will, against the fourt: 
maxim above mentioned, but it will not offend against th 
first. It may take more out of the pockets of the peopl 
than it brings into the public treasury of the State, but 1 
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will not fall unequally on any particular class of con- 
tributors. M. Say appears to me to have mistaken the 
nature and effects of the English land-tax, when he says, 
“Many persons attribute to this fixed valuation, the great 
prosperity of English agriculture. That it has very much 
contributed to it there can be no doubt. But what should 
we say to a Government, which, addressing itself to a 
small trader, should hold this language: ‘ With a small 
capital you are carrying on a limited trade, and your 
direct contribution is in consequence very small. Borrow 
and accumulate capital; extend your trade, so that it may 
procure you immense profits; yet you shall never pay a 
greater contribution. Moreover, when your successors 
shall inherit your profits, and shall have further increased 
them, they shall not be valued higher to them than they 
are to you; and your successors shall not bear a greater 
portion of the public burdens.’ 

“Without doubt this would be a great encouragement 
given to manufactures and trade; but would it be just? 
Could not their advancement be obtained at any other 
price? In England itself, has not manufacturing and 
commercial industry made even greater progress, since the 
same period, without being distinguished with so much 
partiality? A landlord by his assiduity, economy, and 
skill, increases his annual revenue by 5,000 francs. If the 
State claim of him the fifth part of his augmented income, 
will there not remain 4,000 francs of mcrease to stimulate 
his further exertions ?”’* 

M. Say supposes, “ A landlord by his assiduity, economy 
and skill, to increase his annual revenue by 5,000 francs 73 
but a landlord has no means of employing his assiduity, 
economy and skill on his land, unless he farms it himself; 
and then it is in quality of capitalist and farmer that he 


1 [* Economie Politique,” bk. iii., c. viii. vol. ii., pp. 358-4. ] 
2 [1b., p. 354.) 
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makes the improvement, and not in quality of landlord. 
Tt is not conceivable that he could so augment the produce 
of his farm by any peculiar skill on his part, without first 
increasing the quantity of capital employed upon it. If 
he increased the capital, his larger revenue might bear the 
same proportion to his increased capital, as the revenue of 
all other farmers to their capitals. 

Tf M. Say’s suggestion were followed, and the State 
were to claim the fifth part of the augmented income of 
the farmer, it would be a partial tax on farmers, acting on 
their profits, and not affecting the profits of those in other 
employments. The tax would be paid by all lands, by 
those which yielded scantily as well as by those which 
yielded abundantly ; and on some lands there could be no 
compensation for it by deduction from rent, for no rent is 
paid. A partial tax on profits never falls on the trade on 
which it is laid, for the trader will either quit his employ- 
ment, or remunerate himself for the tax. Now those who 
pay no rent could be recompensed only by a rise in the 
price of produce, and thus would M. Say’s proposed tax 
fall on the consumer, and not either on the landlord or 
farmer. ‘ 

If the proposed tax were increased in proportion to the 
increased quantity or value, of the gross produce obtained 
from the land, it would differ in nothing from tithes, and 
would equally be transferred to the consumer. Whether 
then it fell on the gross or on the net produce of land, it 
would be equally a tax on consumption, and would only 
affect the landlord and farmer in the same way as other 
taxes on raw produce. 

Tf no tax whatever had been laid on the land, and the 
same sum had been raised by any other means, agriculture 
would have flourished at least as well as it has done; for 
it is impossible that any tax on land can be an encowrage- 
ment to agriculture; a moderate tax may not, and probably 
does not, greatly prevent, but it cannot encourage produc- 
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tion. The English Government has held no such language 
as M. Say has supposed. It did not promise to exempt 
the agricultural class and their successors from all future 
taxation, and to raise the further supplies which the State 
might require, from the other classes of society ; it said 
only, “in this mode we will no further burthen the land ; 
but we retain to ourselves the most perfect liberty of 
making you pay, under some other form, your full quota 
to the future exigencies of the State.” 

Speaking of taxes in kind, or a tax of a certain propor- 
tion of the produce, which is precisely the same as tithes, 
M. Say says, “This mode of taxation appears to be the 
most equitable ; there is, however, none which is less so: 
it totally leaves out of consideration the advances made by 
the producer; it is proportioned to the gross, and not to 
the net revenue. Two agriculturalists cultivate different 
kinds of raw produce: one cultivates corn on middling 
land, his expenses amounting annually on an average to 
8,000 frances: the raw produce from his lands sells for 
12,000 francs; he has then a net revenue of 4,000 francs. 

“His neighbour has pasture or wood land, which brings 
in every year a like sum of 12,000 francs, but his expenses 
amount only to 2,000 francs. He has therefore on an 
average a net revenue of 10,000 frances. 

«A law ordains that a twelfth of the produce of all the 
fruits of the earth be levied in kind, whatever they may 
be. From the first is taken in consequence of this law, 

corn of the value of 1,000 francs; and from the second, 
hay, cattle, or wood, of the same value of 1,000 francs, 
What has happened? From the one, a quarter of his net 
income, 4,000 francs, has been taken; from the other, 
whose income was 10,000 francs, a tenth only has been 
taken. Income is the net profit which remains after re- 
placing the capital exactly in its former state. Has a 
merchant an income equal to all the sales which he makes 
in the course of a year? certainly not; his income only 
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amounts to the excess of his sales above his advances, 
and it is on this excess only that taxes on income should 
fall.” ? 

M. Say’s error in the above passage lies in supposing 
that because the value of the produce of one of these two 
farms, after reinstating the capital, is greater than the 
value of the produce of the other, on that account the net 
income of the cultivators will differ by the same amount. 
The net income of the landlords and tenants together of 
the wood land, may be much ereater than the net income 
of the landlords and tenants of the corn land ; but it is on 
account of the difference of rent, and not on account of 
the difference in the rate of profit. M. Say has wholly 
omitted the consideration of the different amount of rent, 
which these cultivators would have to pay. There cannot 
be two rates of profit in the same employment, and there- 
fore when the value of produce is in different proportions 
to capital, it is the rent which will differ, and not the 
profit. Upon what pretence would one man with a capital 
of 2,000 francs, be allowed to obtain a net profit of 10,000 
francs from its employment, whilst another, with a capital 
of 8,000 francs, would only obtain 4,000 francs? Let 
M. Say make a due allowance for rent; let him further 
allow for the effect which such a tax would have on the 
prices of these different kinds of raw produce, and he will 
then perceive that it is not an unequal tax, and further 
that the producers themselves will no otherwise contribute 
to it, than any other class of consumers. 


1 [Ibid., pp. 344, 350.] 


CHAPTER XIII—TAXES ON GOLD. 


§ 69. 

4 Ree rise in the price of commodities, in consequence of 

taxation or of difficulty of production, will im all cases 
ultimately ensue ; but the duration of the interval, before 
the market price will conform to the natural price, must 
depend on the nature of the commodity, and on the 
facility with which it can be reduced in quantity. If the 
quantity of the commodity taxed could not be diminished, 
if the capital of the farmer or of the hatter for instance, 
could not be withdrawn to other employments, it would be 
of no consequence that their profits were reduced. below 
the general level by means of a tax; unless the demand 
for their commodities should increase, they would never be 
able to elevate the market price of corn and of hats up to 
their increased natural price. Their threats to leave their 
employments, and remove their capitals to more favoured 
trades, would be treated as an idle menace which could not 
be carried into effect; and consequently the price would 
not be raised by diminished production. Commodities, 
however, of all descriptions can be reduced in quantity, 
and capital can be removed from trades which are less 
profitable to those which are more so, but with different 
degrees of rapidity. In proportion as the supply of a 
particular commodity can be more easily reduced, without 
inconvenience to the producer, the price of it will more 
quickly rise after the difficulty of its production has been 
increased by taxation, or by any other means. Corn being 
a commodity indispensably necessary to every one, little 
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effect will be produced on the demand for it im con- 
sequence of a tax, and therefore the supply would not 
probably be long excessive, even if the producers had 
great difficulty in removing their capitals from the land. 
For this reason, the price of corn will speedily be raised by 
taxation, and the farmer will be enabled to transfer the 
tax from himself to the consumer. 

If the mines which supply us with gold were in this 
country, and if gold were taxed, it could not rise in 
relative value to other things, till its quantity were re- 
duced. This would be more particularly the case, if gold 
were used exclusively for money. It is true that the least 
productive mines, those which paid no rent, could no 
longer be worked, as they could not afford the general 
rate of profits till the relative value of gold rose, by a sum 
equal to the tax. The quantity of gold, and, therefore, 
the quantity of money would be slowly reduced: it would 
be a little diminished in one year, a little more in another, 
and finally its value would be raised in proportion to the 
tax; but in the interval, the proprietors or holders, as 
they would pay the tax, would be the sufferers, and not 
those who used money. If out of every 1,000 quarters of 
wheat in the country, and every 1,000 produced in future 
Government should exact 100 quarters as a tax, the re. 
maining 900 quarters would exchange for the sam«¢ 
quantity of other commodities that 1,000 did before ; bw 
if the same thing took place with respect to gold, if o 
every £1,000 money now in the country, or in future to b 
brought into it, Government could exact £100 as a tax 
the remaining £900 would purchase very little more thaa 
£900 purchased before. The tax would fall upon him 
whose property consisted of money, and would continue t 
do so till its quantity were reduced in proportion to th 
increased cost of its production caused by the tax, 

§ 70. This, perhaps, would be more particularly th 
case with respect to a metal used for money, than an 
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other commodity ; because the demand for money is not 
for a definite quantity, as is the demand for clothes, or 
for food.’ The demand for money is regulated entirely by 
its value, and its value by its quantity. If gold were of 
double the value, half the quantity would perform the 
same functions in circulation, and if it were of half the 
value, double the quantity would be required. If the 
market value of corn be increased one tenth by taxation, 
or by difficulty of production, it is doubtful whether any 
effect whatever would be produced on the quantity con- 
sumed, because every man’s want is for a definite quantity, 
and, therefore, if he has the means of purchasing, he will 
continue to consume as before: but for money, the 
demand is exactly proportioned to its value. No man 
could consume twice the quantity of corn, which is usually 
necessary for his support, but every man purchasing and 
selling only the same quantity of goods, may be obliged to 
employ twice, thrice, or any number of times the same 
quantity of money. 


+ [The argument seems somewhat confused, since a diminution 
in the demand for money (gold) only takes place as its value rises; 
and therefore the value of the £900 left (see above) would con- 
tinually tend to increase. All we can say is, that it would not 
increase so much as if the demand measured quantitatively were 
less dependent on the value of the money (gold), and absolutely 
inelastic. 

Ricardo’s main position is, however, perfectly sound. The real 
value or cost of production value of a commodity being increased 
by taxation, the.rapidity with which the market value will 
conform to this new real value will depend on (a) the facility or 
difficulty of diminishing the supply ; (b) the inelasticity or elasticity 
of the demand. Now, in the case of gold, the supply or quantity 
in the market changes but slowly, while the demand is singularly 
flexible. But we must note, as above, that the demand depends on 
the value. Of course it is possible that a change in habit might 
lead to an increased rapidity of circulation, and, therefore, to a 
decrease in the quantitative demand. This cannot, howeyer, be 
assumed. ] 
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The argument which I have just been using, applies 
only to those states of society in which the precious metals 
are used for money, and where paper credit is not estab- 
lished. The metal gold, like all other commodities, has 
its value in the market ultimately regulated by the com- 
parative facility or difficulty of producing it; and although 
from its durable nature, and from the difficulty of re- 
ducing its quantity, it does not readily bend to variations 
in its market value, yet that difficulty is much increased 
from the circumstance of its being used as money. . If 
the quantity of gold in the market for the purpose of 
commerce only, were 10,000 ounces, and the consumption 
in our manufactures were 2,000 ounces annually, it might 
be raised one fourth, or 25 per cent. in its value, in one 
year, by withholding the annual supply; but if im con- 
sequence of its being used as money, the quantity em- 
ployed were 100,000 ounces, it would not be raised one 
fourth in value in less than ten years. As money made 
of paper may be readily reduced in quantity, its value, 
though its standard were gold, would be increased as 
rapidly as that of the metal itself would be increased, if 
the metal, by forming a very small part of the circulation, 
had a very slight connexion with money. 

§ 71. If gold were the produce of one country only, 
and it were used universally for money, a very consider- 
able tax might be imposed on it, which would not fall on 
any country, except in proportion as they used it in manu- 
factures, and for utensils; upon that portion which was 
used for money, though a large tax might be received, 
nobody would pay it.’ This is a quality pecuhar to 

1 [The tax here considered is one on production. As is pointed 
out a page or two further on, there would be an undeniable indi- 
vidual loss inflicted on the owners of those mines which would fall 
into disuse. Furthermore there would be some temporary losses, 
while it may be questioned whether all countries would not be 
inconvenienced by having to conduct their business with an in- 
sufficient currency. | 
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money. All other commodities of which there exists a 
imited quantity, and which cannot be increased by com- 
etition, are dependent for their value, on the tastes, the 
aprice, and the power of purchasers; but money is a 
ommodity which no country has any wish or necessity to 
nerease: no more advantage results from using twenty 
nillions, than from using ten millions of currency. A 
sountry might have a monopoly of silk, or of wine, and 
ret the prices of silks and wine might fall, because from 
aprice or fashion, or taste, cloth and brandy might be 
referred, and substituted; the same effect might in a 
legree take place with gold, as far as its use is confined to 
nanufactures: but while money is the general medium 
»f exchange, the demand for it is never a matter of choice, 
mut always of necessity: you must take it in exchange for 
rour goods, and, therefore, there are no limits to the 
yuantity which may be forced on you by foreign trade, if 
t fall in value; and no reduction to which you must not 
ubmit, if it rise. You may, indeed, substitute paper 
noney, but by this you do not, and cannot lessen the 
juantity of money, for that is regulated by the value of 
he standard for which it is exchangeable; it is only by 
he rise of the price of commodities, that you can prevent 
hem from being exported from a country where they are 
yurchased with little money, to a country where they can 
ye sold for more, and this rise can only be effected by an 
mportation of metallic money from abroad, or by the 
reation or addition of paper money at home. If then the 
Cing of Spain, supposing him to be in exclusive posses- 
ion of the mines, and gold alone to be used for money, 
vere to lay a considerable tax on gold, he would very 
nuch raise its natural value; and as its market value in 
lurope is ultimately regulated by its natural value in 
jpanish America, more commodities would be given by 
jurope for a given quantity of gold. But the same 
uantity of gold would not be produced in America, as its 
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value would only be increased in proportion to the diminu- 
tion of quantity consequent on its increased cost of pro- 
duction. No more goods then would be obtained in 
America, in exchange for all their gold exported, than 
before; and it may be asked, where then would be the 
benefit to Spain and her Colonies? The benefit would be 
this, that if less gold were produced, less capital would be 
employed in producing it; the same value of goods from 
Europe would be imported by the employment of the 
smaller capital, that was before obtained by the employ- 
ment of the larger; and, therefore, all the productions 
obtained by the employment of the capital withdrawn 
from the mines would be a benefit which Spain would 
derive from the imposition of the tax, and which she could 
not obtain in such abundance, or with such certainty, by 
possessing the monopoly of any other commodity what- 
ever. From such a tax, as far as money was concerned, 
the nations of Hurope would suffer no injury whatever ; 
they would have the same quantity of goods, and con- 
sequently the same means of enjoyment as before, but. 
these goods would be circulated with a less quantity, 
because a more valuable money, 

If in consequence of the tax, only one tenth of the 
present quantity of gold were obtained from ‘the mines, 
that tenth would be of equal value with the ten tenths 
now produced, But the King of Spain is not exclusively 
in possession of the mines of the precious metals ;' and if 
he were, his advantage from their possession, and the 
power of taxation, would be very much reduced by the 
limitation of demand and consumption m Hurope, in con- 
sequence of the universal substitution, in a greater or less 
degree, of paper money. The agreement of the market 
and natural prices of all commodities, depends at all 
times on the facility with which the supply can be in. 
creased or diminished, In the case of gold, houses, and 
labour, as well as many other things, this effect cannot, 
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under some circumstances, be speedily produced. But it 
is different with those commodities which are consumed 
and reproduced from year to year, such as hats, shoes, 
corn, and cloth ; they may be reduced, if necessary, and 
the interval cannot be long before the supply is contracted 
in proportion to the increased charge of producing them. 

A tax on raw produce from the surface of the earth, 
will, as we have seen, fall on the consumer, and will in no 
way affect rent; unless by diminishing the funds for the 
maintenance of labour, it lowers wages, reduces the popu- 
lation, and diminishes the demand for corn. But a tax on 
the produce of gold mines must, by enhancing the value of 
that metal, necessarily reduce the demand for it, and must 
_ therefore necessarily displace capital from the employment 
to which it was applied. Notwithstanding then, that 
Spain would derive all the benefits which I have stated 
from a tax on gold, the proprietors of those mines from 
which capital was withdrawn would lose all their rent. 
This would be a loss to individuals, but not a national 
loss; rent being not a creation, but merely a transfer of 
wealth: the King of Spain, and the proprietors of the 
mines which continued to be worked, would together re- 
seive not only all that the liberated capital produced, but 
all that the other proprietors lost. 

Suppose the mines of the Ist, 2nd, and 3rd quality to be 
worked, and to produce respectively 100, 80, and 70 pounds 
weight of gold, and therefore the rent of No. 1 to be thirty 
pounds, and that of No, 2 ten pounds. Suppose now the 
tax to be seventy pounds of gold per annum on each mine 
worked ; and consequently that No. 1 alone could be pro- 
fitably worked ; it is evident that all rent would immediately 
disappear. Before the imposition of the tax, out of the 
100 pounds produced on No. 1, a rent was paid of thirty 
pounds, and the worker of the mine retained seventy, a sum 
equal to the produce of the least productive mine. The 
value, then, of what remains to the capitalist of the mine 

N 
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No. 1, must be the same as before, or he would not obtain 
the common profits of stock ; and, consequently, after pay- 
ing seventy out of his 100 pounds for tax, the value of the 
remaining thirty must be as great as the value of seventy 
was before, and therefore the value of the whole hundred 
as great as 233 pounds before. Its value might be higher, 
but it could not be lower, or even this mine would cease to 
be worked. Being a monopolised commodity, it could ex- 
ceed its natural value, and then it would pay a rent equal 
to that excess; but no funds would be employed in the 
mine, if it were below this value. In return for one third 
of the labour and capital employed in the mines, Spain 
would obtain as much gold as would exchange for the 
same, or very nearly the same quantity of commodities as 
before. She would be richer by the produce of the two 
thirds liberated from the mines. If the value of the 100 
pounds of gold should be equal to that of the 250 pounds 
extracted before; the King of Spain’s portion, his seventy 
pounds, would be equal to 175 at the former value: a 
small part of the King’s tax only would fall on his own 
subjects, the greater part being obtained by the better dis- 
tribution of capital. 
The account of Spain would stand thus: 


Formerly produced : 
Gold 250 pounds, of the value of (suppose). . . 10,000 yards of 
cloth, 
Now produced : 
By the two capitalists who quitted the mines, 
the same value as 140 pounds of gold fomery sis ve of 
exchanged for; equalto . . . . + + - cloth. 
By the capitalist who works the mine, No. 1, 
thirty pounds of gold, increased in value, as i} 8,000 aks. of 
to 24, and therefore now of the value Of ke oth 
Tax to the King seventy pounds, increased also 
in value as 1 to 24, and therefore now of ine} Pgs va a of 
value of . cro 


—— os 


15,600 
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Of the 7,000 received by the King, the people of Spain 
would contribute only 1,400, and 5,600 would be pure gain, 
effected by the liberated capital. 

Tf the tax, instead of being a fixed sum per mine worked, 
were a certain portion of its produce, the quantity would 
not be immediately reduced in consequence. If a half, a 
fourth, or a third of each mine were taken for the tax, it 
would nevertheless be the interest of the proprietors to 
make their mines yield as abundantly as before; but if the 
quantity were not reduced, but only a part of it transferred 
from the proprietor to the king, its value would not rise; 
the tax would fall on the people of the colonies, and no 
advantage would be gained. A tax of this kind would 
have the effect that Adam Smith supposes taxes on raw 
produce would have on the rent of land—it would fall 
entirely on the rent ofthe mine. If pushed a little further, 
indeed, the tax would not only absorb the whole rent, but 
would deprive the worker of the mine of the common pro- 
fits of stock, and he would consequently withdraw his 
capital from the production of gold. If still further ex- 
tended, the rent of still better mines would be absorbed, 
and capital would be further withdrawn; and thus the 
quantity would be continually reduced, and its value raised, 
and the same effects would take place as we have already 
pointed out; a part of the tax would be paid by the people 
of the Spanish colonies, and the other part would be a new 
creation of produce, by increasing the power of the instru- 
ment used as a medium of exchange. 

Taxes on gold are of two kinds, one on the actual 
quantity of gold in circulation, the other on the quantity 
that is annually produced from the mines. Both have a 
tendency to reduce the quantity, and to raise the value of 
gold; but by neither will its value be raised till the quan- 
tity is reduced, and therefore such taxes will fall for a 
time, wutil the supply is diminished, on the proprietors of 
money, but ultimately that part which will permanently 
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fall on the community, will be paid by the owner of the 
mine in the reduction of rent, and by the purchasers of 
that portion of gold, which is used as a commodity con- 
tributing to the enjoyments of mankind, and not set apart 
exclusively for a circulating medium, 


CHAPTER XIV.—TAXES ON HOUSES. 


§ 72. 
yy tees are also other commodities besides gold which 
cannot be speedily reduced in quantity; any tax on 
which will therefore fall on the proprietor, if the increase 
of price should * lessen the demand. 

Taxes on houses are of this description; though laid on 
the occupier, they will frequently fall by a diminution of 
rent on the landlord. The produce of the land is consumed 
and reproduced from year to year, and so are many other 
commodities; as they may therefore be speedily .brought 
to a level with the demand, they cannot long exceed their 
natural price. But as a tax on houses may be considered 
in the light of an additional rent paid by the tenant, its 
tendency will be to diminish the demand for houses of the 
same annual rent, without diminishing their supply. Rent 
will therefore fall, and a part of the tax that’ will be paid 
indirectly by the landlord. 

§ 73. “The rent of a house,” says Adam Smith, “may 
be distinguished into two parts, of which the one may 
very properly be called the building rent, the other is com- 
monly called the ground rent. The building rent is the 
interest or profit of the capital expended in building the 
house. In order to put the trade of a builder upon a level 
with other trades, it is necessary that this rent should be 
sufficient first to pay the same interest which he would 

* [i.c., if a diminution in demand should be brought about by 


‘an increase in price. ] 
(? “that ” to be omitted or read ‘‘then.”] 
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have got for his capital, if he had lent it upon good 
security; and, secondly, to keep the house in constant 
repair, or what comes to the same thing, to replace within 
a certain term of years the capital which had been employed 
in building it.”' “If in proportion to the interest of 
money, the trade of the builder affords at any time a much 
greater profit than this, it will soon draw so much capital 
from other trades, as will reduce the profit to its proper 
level. If it affords at any time much less than this, other 
trades will soon draw so much capital from it as will again 
yaise that profit. Whatever part of the whole rent of a 
house is over and above what is sufficient for affording 
this reasonable profit, naturally goes to the ground rent; 
and where the owner of the ground, and the owner of the 
building, are two different persons, it is im most cases com- 
pletely paid to the former. In country houses, at a distance 
from any great town, where there is a plentiful choice of 
ground, the ground rent is scarcely any thing, or no more 
than what the space upon which the house stands, would 
pay employed in agriculture. In country villas, in the 
neighbourhood of some great town, it is sometimes a good 
deal higher, and the peculiar conveniency, or beauty of 
situation, is there frequently very highly paid for. Ground 
rents are generally highest in the capital, and in those 
particular parts of it, where there happens to be the greatest 
demand for houses, whatever be the reason for that demand, 
whether for trade and business, for pleasure and society, 
or for mere vanity and fashion.”* A tax on the rent of 
houses may either fall on the occupier, on the ground land- 
lord, or on the building landlord. In ordinary cases it 
may be presumed, that the whole tax would be paid both 
immediately and finally by the occupier. 

Tf the tax be moderate, and the circumstances of the 
country such, that it is either stationary or advancing, 
there would be little motive for the occupier of a house to 

1 (Bk. v., ¢. ii, p. 354 a.] 1 [Jb., and p. 354 b.] 
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content himself with one of a worse description. But if 
the tax be high, or any other circumstances should diminish 
the demand for houses, the landlord’s income would fall, 
for the occupier would be partly compensated for the tax 
by a diminution of rent. It is, however, difficult to say, 
in what proportions that part of the tax, which was saved 
by the occupier by a fall of rent, would fall on the building 
rent and the ground rent. It is probable that, in the first 
instance, both would be affected ; but as houses are, though 
slowly, yet certainly perishable, and as no more would be 
built, till the profits of the builder were restored to the 
general level, building rent would, after an interval, be 
restored to its natural price. As the builder receives rent 
only whilst the building endures, he could pay no part of 
the tax, under the most disastrous circumstances, for any 
longer period. 

The payment of this tax, then, would ultimately fall on 
the occupier and ground landlord, but, “in what propor- 
tion, this final payment would be divided between them,” 
says Adam Smith, ‘it is not perhaps very easy to ascertain. 
The division would probably be very different in different 
circumstances, and a tax of this kind might, according to 
those different circumstances, affect very unequally both 
the inhabitant of the house, and the owner of the 
ground.” ? 

Adam Smith considers ground rents as peculiarly fit 
subjects for taxation. “Both ground rents, and the 
ordinary rent of land,” he says, “are a species of revenue, 
which the owner in many cases enjoys, without any care or 
attention of his own. Though a part of this revenue 
should be taken from him, in order to defray the expenses 
of the State, no discouragement will thereby be given to 
any sort of industry. The annual produce of the land and 
labour of the society, the real wealth and revenue of the 
great body of the people might be the same after such a 


Bk. v., ¢. ii. [p. 355 a.) 
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tax as before. Ground rents, and the ordinary rent of 
land are, therefore, perhaps, the species of revenue, which 
can best bear to have a peculiar tax imposed upon them.”* 
It must be admitted that the effects of these taxes would 
be such as Adam Smith has described; but it would surely 
be very unjust, to tax exclusively the revenue of any parti- 
cular class of a community.? The burdens of the State 
should be borne by all in proportion to their means: this 
is one of the four maxims mentioned by Adam Smith, 
which should govern all taxation. Rent often belongs to 
those who, after many years of toil, have realised their 
gains, and expended their fortunes in the purchase of land, 
or houses; and it certainly would be an infringement of 
that principle which should ever be held sacred, the 
security of property, to subject it to unequal taxation. It 
is to be lamented, that the duty by stamps, with which the 
transfer of landed property is loaded, materially impedes 
the conveyance of it into those hands, where it would pro- 
bably be made most productive. And if it be considered, 
that land, regarded as a fit subject for exclusive taxation, 
would not only be reduced in price, to compensate for the 
risk of that taxation, but in proportion to the indefinite 


1 [Bk. v., ¢. ii, p. 356 a.] 

2 [This passage and those immediately following display accur- 
ately the position which Ricardo held with reference to the treat- 
ment of the owners of landed property. He alleged two objections 
to making land the sole object of taxation: 1. Injustice. 2. The 
consequent increase of speculation in land. 

It is, however, doubtful whether the second objection would be 
valid in the case of nationalization, provided that such be intro. 
duced without any general disturbance of security. As to the 
former, we cannot say what Ricardo’s position would have been 
with reference to a scheme which, like that detailed in Wallace, 
“‘Land Nationalization,” provides for the full satisfaction of life 
interests. To Mill, of course, such a scheme would have appeared 
almost without objection, so strong were the opinions he held as to 
the regulation of testamentary powers by the legislation. Ricardo, 
however, has left no clue to his opinions.] 
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nature and uncertain value of the risk, would become a fit 
subject for speculations, partaking more of the nature of 
gambling, than of sober trade, it will appear probable, that 
the hands into which land would in that case be most apt 
to fall, would be the hands of those, who possess more of 
the qualities of the gambler, than of the qualities of the 
sober-minded proprietor, who is likely to employ his land 
to the greatest advantage. 


CHAPTER XV.—-TAXES’ ON PROFITS. 


§ 74, 

"ee on those commodities, which are generally 

denominated luxuries, fall on those only who mae 
use of them, A tax on wine is paid by the consumer of 
wine. A tax on pleasure horses, or on coaches, is paid by 
those who provide for themselves such enjoyments, and 
in exact proportion as they provide them. But taxes on 
necessaries do not affect the consumers of necessaries, in 
proportion to the quantity that may be consumed by them, 
but often in a much higher proportion. A tax on corn, we 
have observed, not only affects a manufacturer in the pro- 
portion that he and his family may consume corn, but it 
alters the rate of profits of stock, and therefore also affects 
his income. Whatever raises the wages! of labour, lowers 
the profits of stock; therefore every tax on any commodity 
consumed by the labourer, has a tendency to lower the rate 
of profits. : 

A tax on hats will raise the price of hats; a tax on 
shoes, the price of shoes; if this were not the case, the tax 
would be finally paid by the manufacturer; his profits 
would be reduced below the general level, and he would 
quit his trade. A partial tax on profits will raise the price 
of the commodity on which it falls: a tax, for example, on 
the profits of the hatter, would raise the price of hats; for 
if his profits were taxed, and not those of any other trade, 
his profits, unless he raised the price of his hats, would be 

1 [Real.] 
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below the general rate of profits, and he would quit his 
employment for another. 

In the same manner, a tax on the profits of the farmer 
would raise the price of corn; a tax on the profits of the 
clothier, the price of cloth; and if a tax in proportion to 
profits were laid on all trades, every commodity would be 
raised in price. But if the mine, which supplied us with 
the standard of our money, were in this country, and the 
profits of the miner were also taxed, the price of no com- 
modity would rise, each man would give an equal propor- 
tion of his income, and every thing would be as before. 

If money be not taxed, and therefore be permitted to 
preserve its value, whilst every thing else is taxed, and is 
raised in value, the hatter, the farmer, and clothier, each 
employing the same capitals, and obtaining the same pro- 
fits, will pay the same amount of tax. If the tax be £100, 
the hats, the cloth, and the corn, will each be increased in 
value £100. If the hatter gains by his hats £1,100, instead 
of £1,000, he will pay £100 to Government for the tax; 
and theretore will still have £1,000 to lay out on goods for 
his own consumption. But as the cloth, corn, and all 
ther commodities, will be raised in price from the same 
sause, he will not obtain more for his £1,000 than he before 
ybtained for £910, and thus will he contribute by his 
liminished expenditure to the exigencies of the State; he 
will, by the payment of the tax, have placed a portion of 
she produce of the land and labour of the country at the 
lisposal of Government, instead of using that portion him- 
elf. If instead of expending his £1,000, he adds it to his 
apital, he will find in the rise of wages, and in the in- 
reased cost of the raw material and machinery, that his 
saving of £1,000 does not amount to more than a saving of 
£910 amounted to before. 

If money be taxed, or if by any other cause its value be 
tered, and all commodities remain precisely at the same 
rice as before, the profits of the manufacturer and farmer 
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will also be the same as before, they will continue to be 
£1,000; and as they will each have to pay £100 to Govern- 
ment, they will retain only £900, which will give them a 
less command over the produce of the land and labour of 
the country, whether they expend it in productive or un- 
productive labour. Precisely what they lose, Government 
will gain. In the first case the contributor to the tax 
would, for £1,000, have as great a quantity of goods as he 
before had for £910; in the second, he would have only as 
much as he before had for £900, for the price of goods 
would remain unaltered, and he would have only £900 to 
expend. This proceeds from the difference in the amount 
of the tax; in the first case it is only an eleventh of his 
income, in the second it is a tenth; money in the two cases 
being of a different value. 

§ 75. But although, if money be not taxed, and do not 
alter in value, all commodities will rise in price, they wil 
not rise in the same proportion; they will not after the 
tax bear the same relative value to each other which the} 
did before the tax. In a former part of this work, we dis 
cussed the effects of the division of capital into fixed anc 
circulating, or rather into durable and perishable capital 
on the prices of commodities. We showed that two manu 
facturers might employ precisely the same amount © 
capital, and might derive from it precisely the sam 
amount of profits, but that they would sell their commo 
dities for very different sums of money, according as th 
capitals they employed were rapidly, or slowly, consume 
and reproduced.’ The one might sell his goods for £4,000 
the other for £10,000, and they might both emplo 
£10,000 of capital, and obtain 20 per cent. profit o 
£2,000.2 The capital of one might consist, for example, o 
£2,000 circulating capital, to be reproduced, and £8,00! 
fixed, in buildings and machinery ; the capital of the other 
on the contrary, might consist of £8,000 of circulating, an 

118 18.] 2 (Cf. Mill, ‘‘ Principles,” bk. v., iv.; § 1.] 
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of only £2,000 fixed capital in machinery and buildings. 
Now, if each of these persons were to be taxed ten per cent, 
on his income, or £200, the one, to make his business yield 
him the general rate of profit, must raise his goods from 
£10,000 to £10,200; the other would also be obliged to 
raise the price of his goods from £4,000 to £4,200. Before 
the tax, the goods sold by one of these manufacturers were 
2; times more valuable than the goods of the other; after 
the tax they will be 2:42 times more valuable: the one kind 
will have risen two per cent.; the other five per cent.: 
consequently a tax upon income, whilst money continued 
unaltered in value, would alter the relative prices and 
value of commodities. This would be true also, if the tax 
instead of being laid on the profits, were laid on the com- 
modities themselves: provided they were taxed in propor- 
tion to the value of the capital employed on their pro- 
luction, they would rise equally, whatever might be their 
value, and therefore they would not preserve the same 
proportion as before. A commodity, which rose from ten 
30 eleven thousand pounds, would not bear the same 
elation as before, to another which rose from 2 to 3,000. 
if under these circumstances, money rose in value, from 
vhatever cause it might proceed, it would not affect the 
vices of commodities in the same proportion. The same 
vause which would lower the price of one from £10,200 to 
£10,000 or less than two per cent., would lower the price of 
he other from £4,200 to £4,000 or 43 per cent. If they 
ell in any different proportion, profits would not be equal; 
or to make them equal, when the price of the first com- 
nodity was £10,000, the price of the second should be 
£4,000; and when the price of the first was £10,200, the 
rice of the other should be £4,200.' 


* [The important principle laid down in the following passage 
lepends, as we shall see, on something stronger than the illustration 
vhich Ricardo furnisheshere. This illustration is not fully worked 
ut. It is not so, because Ricardo did not take into account the 
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The consideration of this fact will lead to the under- 
standing of a very important principle, which, I believe, 
has never been adverted to. It is this; that in a country 
where no taxation subsists, the alteration in the value of 
money arising from scarcity or abundance will operate in 


fact that an alteration in price would affect the money values 
of capital as well as the money values at which the commodities 
sell to the public. Let us consider the illustration more closely. 
A two per cent. reduction will reduce £10,200 to £10,000 
approximately (£9,996 exactly); in the case of £4,200 the reduced 
price will be £4,116. But in the earlier case, the money value of 
the circulating capital which has to be replaced will fall to £7,840, 
in the latter to £1,960. Now, if we subtract these from the 
respective prices, we have in each case a sum of £2,156 as profit, 
plus tax, on the total capital employed. If £200 be still paid as 
tax we shall have remaining £1,956 as profit on total capital 
(reduced to new value) £9,800, in place of £1,960, which would be 
profit at 20 per cent. So far as the two commodities in question 
are concerned, there is no alteration in respective profits. In both 
cases the rate of profit is lowered, because in both cases the tax 
when reckoned in the price has been reduced, while the Govern: 
ment by supposition continues to exact the same fixed sum eo! 
£200. If it only exacted £1/6, then the rate of profit would 
remain at 20 per cent. 

It may, however, be assumed that the tax is a fixed sum. There. 
fore it is clear that capital would gradually be withdrawn from 
employment in the production of commodities thus taxed. The 
converse will be the case if money, in place of rising, fall in value. 
This is what Ricardo asserts. The reason is clear. If all prices 
rise equally through an alteration in the quantity of money, the 
producers of taxed commodities will make an addition to their pro: 
fits, inasmuch as they will reap the benefit on the increase whicl 
takes place on the amount of the tax. Thus, if we take a commo: 
dity valued at £10,200, the £200 being a tax, and suppose a genera! 
rise in price of one hundred per cent., the new price will be 
£20,400, and if the tax remain £200, the manufacturer wil 
obviously make an additional profit of £200. Capital then wil 
flow into such employment. 

This will not continue, and after a few oscillations prices will bi 
so adjusted as to cause a distribution of capital similiar to that 
which existed before. How will prices be affected? The alteration: 
in the value of money will affect that part of the price which re 
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an equal proportion on the prices of all commodities; that 
if a commodity of £1,000 value rise to £1,200, or fall to 
£800, a commodity of £10,000 value will rise to £12,000 or 
fall to £8,000; but in a country where prices are artificially 
raised by taxation, the abundance of money from an influx, 
or the exportation and consequent scarcity of it from 
foreign demand, will not operate in the same proportion 
on the prices of all commodities; some it will raise or 
lower 5, 6, or 12 per ceut., others 3, 4, or 7 per cent. Ifa 
country were not taxed, and money should fall in value, 
its abundance in every market would produce similar effects 
in each. If meat rose 20 per cent., bread, beer, shoes, 
labour, and every commodity, would also rise 20 per cent. ; 
it is necessary they should do so, to secure to each trade 
the same rate of profits. But this is no longer true when 
any of these commodities is taxed ; if, in that case, they 
should all rise in proportion to the fall in the value of 
money, profits would be rendered unequal; in the case of 
the commodities taxed, profits would be raised above the 


mains after the tax is deducted. This done, the new price will be 
‘formed of this part and the tax. 

But now it remains to inquire how this adjustment will take 
lace in the case of those commodities which are, as Ricardo says, 
sroduced by the same amount of capital (differently distributed), 
put sold at different prices. Let us proceed to investigate the pre- 
rious illustration. The gross prices are not affected by the altera- 
ion in the value of money. That only operates on the remaining 
arts, 7.¢., £10,000 and £4,000. A two per cent. reduction makes 
hese respectively £9,800 and £3,920, and the gross prices are 
£10,000 and £4,120. The prices alter, but not in the same propor: 
ion. The alteration from £10,200 to £10,000 being at the rate 
f 1960 p.c., from £4,200 to £4,120 at the rate of 1:907 p.c. This, 
ve must notice, is entirely different from the rates of alteration 
nentioned in the text, where no notice is taken of the alterations 
fected in the value of the capital, £200 being a more important 
um compared with £4,000 than with £10,000, it is only natural 
hat the total reduction in the former case is at a less rate than in 


he latter. ] 


192 POLITICAL ECONOMY, [CHAP. XV, 


general level, and capital would be removed from one 
employment to another, till an equilibrium of profits was 
restored, which could only be, after the relative prices 
were altered. 

Will not this principle account for the different effects, 
which it was remarked were produced on the prices of 
commodities, from the altered value of money during the 
Bank-restriction? It was objected to those who contended 
that the currency was as that period depreciated, from the 
too great abundance of the paper circulation, that, if that 
were the fact, all commodities ought to have risen in the 
same proportion; but it was found that many had varied 
considerably more than others, and thence it was inferred 
that the rise of prices was owing to something affecting the 
value of commodities, and not to any alteration in the 
value of the currency. It appears, however, as we have 
just seen, that in a country where commodities are taxed, 
they will not all vary in price in the same proportion, 
either in consequence of a rise or of a fallin the value of 
currency. 

§ 76. If the profits of all trades were taxed, excepting 
the profits of the farmer, all goods would rise in money 
value, excepting raw produce. The farmer would have the 
same corn income as before, and would sell his corn also 
for the same money price; but as he would be obliged to 
pay an additional price for all the commodities, except 
corn, which he consumed, it would be to him a tax on ex- 
penditure. Nor would he be relieved from this tax by an 
alteration in the value of money, for an alteration in the 
value of money might sink all the taxed commodities to 
their former price, but the untaxed one would sink below 
its former level; and, therefore, though the farmer would 
purchase his commodities at the same price as before, he 
would have less money with which to purchase them, 

The landlord, too, would be precisely in the same situa- 
tion, he would have the same corn, and the same money- 
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rent as before, if all” commodities rose in price, and money 
remained at the same value; and he would have the same 
corn, but a less money-rent, if all’ commodities remained 
at the same price: so that in either case, though his income 
were not directly taxed, he would indirectly contribute to- 
wards the money raised. 

But suppose the profits of the farmer to be also taxed, 
he then would be in the same situation as other traders: 
his raw produce would rise, so that he would have the same 
money revenue, after paying the tax, but he would pay an 
additional price for all the commodities he consumed, raw 
produce included. 

His landlord, however, would be differently situated, he 
would be benefited by the tax on his tenant’s profits, as he 
would be compensated for the additional price at which he 
would purchase his manufactured commodities, if they 
rose in price ; and he would have the same money revenue, 
if in consequence of a rise in the value of money, com- 
modities sold at their former price. A tax on the profits 
of the farmer, is not a tax proportioned to the gross pro- 
duce of the land, but to its net produce, after the payment 
of rent, wages, and all other charges, As the cultivators 
of the different kinds of land, No. 1, 2, and 38, employ pre- 
cisely the same capitals, they will get precisely the same 
profits, whatever may be the quantity of gross produce, 
which one may obtain more than the other; and con- 
sequently they will be all taxed alike. Suppose the gross 
produce of the land of the quality No. 1 to be 180 qrs., 
that of No. 2, 170 qrs., and of No. 3, 160, and each to be 
taxed 10 quarters, the difference between the produce of 
No. 1, No. 2, and No. 3, after paying the tax, will be the 
same as before; for if No. 1 be reduced to 170, No. 2 to 
160, and No. 3 to 150 qrs.; the difference between 3 and 1 
will be as before, 20 qrs.; and of No. 3 and No. 2, 10 qrs. 


' [Insert ‘ other.”] 
fo) 
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Tf, after the tax, the prices of corn and of every other 
commodity should remain the same as before, money rent 
as well as corn rent, would continue unaltered ; but if the 
price of corn, and every other commodity should rise in 
consequence of the tax, money rent will also rise in the 
same proportion. Ifthe price of corn were £A per quarter, 
the rent of No. 1 would be £80, and that of No. 2, £40; 
but if corn rose five per cent.; or to £4 4s., rent would 
also rise five per cent., for twenty quarters of corn would 
then be worth £84, and ten quarters £42; so that in 
every case the landlord will be unaffected by such a tax. 
A tax on the profits of stock always leaves corn rent un- 
altered, and therefore money rent varies with the price of 
corn; but a tax on raw produce, or tithes, never leaves 
corn rent unaltered, but generally leaves money rent the 
same as before. In another part of this work I have 
observed, that if a land-tax of the same money amount, 
were laid on every kind of land in cultivation, without 
any allowance for difference of fertility, it would be very 
unequal in its operation, as it would be a profit to the 
landlord of the more fertile lands. It would raise the price 
of corn in proportion to the burden borne by the farmer of 
the worst land; but this additional price being obtained 
for the greater quantity of produce yielded by the better 
land, farmers of such land would be benefited during their 
leases, and afterwards, the advantage would go to the 
landlord in the form of an increase of rent. The effect of 
an equal tax on the profits of the farmer is precisely the 
same; it raises the money rent of the landlords, if money 
retains the same value; but as the profits of all other 
trades are taxed as well as those of the farmer, and con- 
sequently the prices of all goods, as well as corn, are 
raised, the landlord loses as much by the increased money 
price of the goods and corn on which his rent is expended, 
as he gains by the rise of his rent. If money should rise 
in value, and all things should, after a tax on the profits 
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of stock, fall to their former prices, rent also would be the 
‘ame as before. The landlord would receive the same 
noney rent, and would obtain all the commodities on 
vhich it was expended at their former price; so that 
ider all circumstances he would continue untaxed.’ 

This circumstance is curious. By taxing the profits of 
he farmer you do not burthen him more than if you 
xempted his profits from the tax, and the landlord has a 
lecided interest that his tenants’ profits should be taxed, 
S itis only on that condition that he himself continues 
eally untaxed.* 

§ 77. A tax on the profits of capital would also affect 
he stock-holder, if all commodities were to rise in propor- 
ion to the tax, although his dividends continued untaxed ; 
ut if, from the alteration in the value of money, all com- 
nodities were to sink to their former price, the stock- 
older would pay nothing towards the tax; he would 
urchase all his commodities at the same price, but would 
till receive the same money dividend. 

§ 78. If it be agreed, that by taxing the profits of one 
1anufacturer only, the price of his goods would rise, to 
ut him on an equality with all other manufacturers; and 
nat by taxing the profits of two manufacturers, the 
rices of two descriptions of goods must rise, I do not see 
ow it can be disputed, that by taxing the profits of all 
janufacturers, the prices of all goods would rise, provided 
1e mine which supplied us with money, were in this 
yuntry, and continued untaxed. But as money, or the 
andard of money, is a commodity imported from abroad, 


1 That the profits of the farmer only should be taxed, and not 
e profits of any other capitalist, would be highly beneficial to 
ndlords. It would, in fact, be a tax on the consumers of raw 
oduce, partly for the benefit of the State, and partly for the 
mefit of landlords. 

2 [The assumption is made throughout that the quantity of corn 
msumed is incapable of diminution. ] 
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the prices of all goods could not rise; for such an effect 
could not take place without an additional quantity of 
money,’ which could not be obtained in exchange for dear 
goods, as was shown in page 82. If, however, such a rise 
could take place, it could not be permanent, for it would 
have a powerful influence on foreign trade. In return fo 
commodities imported, those dear goods could not be ex: 
ported, and therefore we should for a time continue to buy 
although we ceased to sell; and should export money, © 
bullion, till the relative prices of commodities were nearly 
the same as before. It appears to me absolutely certain 
that a well regulated tax on profits, would ultimatel; 
restore commodities both of home and foreign manu 
facture, to the same money price which they bore befor 
the tax was imposed. 

As taxes on raw produce, tithes, taxes on wages, and o1 
the necessaries of the labourer, will, by raising wage: 
lower profits, they will all, though not in an equal degree 
be attended with the same effects. 


1 On further consideration, I doubt whether any more mone 
would be required to circulate the same quantity of commodities 
if their prices be raised by taxation, and not by difficulty of pr 
duction. Suppose 100,000 quarters of corn to be sold in a certai 
district, and in a certain time, at £4 per quarter, and that in cot 
sequence of a direct tax of 8s. per quarter, corn rises to £4 8s., tl 
same quantity of money, I think, and no more, would be require 
to circulate this corn at the increased price. If I before purchase 
11 quarters at £4, and in consequence of the tax am obliged | 
reduce my consumption to 10 quarters, I shall not require mo 
money, for in all cases I shall pay £44 for my corn, The publ 
would, in fact, consume one-eleventh less, and this quantity wou 
be consumed by Government. The money necessary to purcha 
it, would be derived from the 8s. per quarter, to be received fro 
the farmers in the shape of a tax, but the amount levied would — 
the same time be paid to them for their corn; therefore the tax 
in fact a tax in kind, and does not make it necessary that a 
more money should be used, or, if any, so little, that the quanti 
may be safely neglected. 
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The discovery of machinery, which materially improves 
1ome manufactures, always tends to raise the relative 
alue of money, and therefore to encourage its importa- 
ion. All taxation, all increased impediments, either to 
he manufacturer, or the grower of commodities, tend, on 
he contrary, to lower the relative value of money, and 
herefore to encourage its exportation. 


CHAPTER XVI.—TAXES ON WAGES. 


§ 79. 

"Copal on wages will raise wages, and therefore will 
diminish the rate of the profits of stock. We have 
already seen that a tax on necessaries will raise their 
prices, and will be followed by arise of wages. The only 
difference between a tax on necessaries, and a tax on wages 
is, that the former will necessarily be accompanied by a 
rise in the price of necessaries, but the latter will not; 
towards a tax on wages, consequently, neither the stock- 
holder, the landlord, nor any other class but the employers 
of labour will contribute. A tax on wages is wholly a tax 
on profits, a tax on necessaries is partly a tax on profits, 
and partly a tax on rich consumers. The ultimate effects 
which will result from such taxes then, are precisely the 

same as those which result from a direct tax on profits. 
“The wages of the inferior classes of workmen,” says 
Adam Smith, “I have endeavoured to show in the first 
book, are every where necessarily regulated by two dif- 
ferent circumstances; the demand for labour, and the 
ordinary or average price of provisions. The demand for 
labour, according as it happens to be either increasing, 
stationary, or declining, or to require an increasing, sta 
tionary, or declining population, regulates the subsis- 
tence of the labourer, and determines in what degree it 
shall be either liberal, moderate, or scanty. The ordinary 
or average price of provisions determines the quantity of 
money which must be paid to the workman, in order to 
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enable him, one year with another, to purchase this liberal, 
moderate, or scanty subsistence. While the demand for 
labour, and the price of provisions, therefore, remain the 
same, a direct tax upon the wages of labour can have no 
other effect than to raise them somewhat higher than 
the tax.” 

§ 80. To the proposition, as it is here advanced by 
Dr. Smith, Mr. Buchanan offers two objections. First, he 
denies that the money wages of labour are regulated by 
the price of provisions; and secondly, he denies that a tax 
on the wages of labour would raise the price of labour. 
On the first point, Mr. Buchanan’s argument is as follows, 
page 59:* “The wages of labour, it has already been re- 
marked, consist not in money, but in what money pur- 
chases, namely, provisions and other necessaries; and the 
allowance of the labourer out of the common stock, will 
always be in proportion to the supply. Where provisions 
are cheap and abundant, his share will be the larger; and 
where they are scarce and dear, it will be the less. His 
wages will always give him his just share, and they cannot 
give him more. It is an opinion, indeed, adopted by Dr. 
Smith and most other writers, that the money price of 
labour is regulated by the money price of provisions, and 
that when provisions rise in price, wages rise in proportion- 
But it is clear that the price of labour has no necessary 
connexion with the price of food, since it depends entirely 
on the supply of labourers compared with the demand. 
Besides, it is to be observed, that the high price of pro- 
visions is a certain indication of a deficient supply, and 
arises in the natural course of things, for the purpose of 
retarding the consumption. A smaller supply of food, 
shared among the same number of consumers, will 
evidently leave a smaller portion to each, and the labourer 


1 (Bk. v., ¢. ii., p. 365 a and b.] 
2 (Smith, ed. Buchanan, 1814, vol. iv., pp. 59-60.] 
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must bear his share of the common want. To distribute 
this burden equally, and to prevent the labourer from 
consuming subsistence so freely as before, the price rises. 
But wages it seems must rise along with it, that he may 
still use the same quantity of a scarcer commodity ; and 
thus nature is represented as counteracting her own 
purposes: first, raising the price of food, to diminish the 
consumption, and afterwards, raising wages to give the 
labourer the same supply as before.” 

In this argument of Mr. Buchanan, there appears to me 
to be a great mixture of truth and error. Because a high 
price of provisions is sometimes occasioned by a deficient 
supply, Mr. Buchanan assumes it as a certain indication 
of deficient supply. He attributes to one cause exclu- 
sively, that which may arise from many. It is un- 
doubtedly true, that in the case of a deficient supply, a 
smaller quantity will be shared among the same number 
of consumers, and a smaller portion will fall to each. To 
distribute this privation equally, and to prevent the 
labourer from consuming subsistence so freely as before, 
the price rises. It must, therefore, be conceded to Mr. 
Buchanan, that any rise in the price of provisions, occa- 
sioned by a deficient supply, will not necessarily raise the 
money wages of labour, as the consumption must be 
retarded ; which can only be effected by diminishing the 
power of the consumers to purchase. But, because the 
price of provisions is raised by a deficient supply, we are 
by no means warranted in concluding, as Mr. Buchanan 
appears to do, that there may not be an abundant supply, 
with a high price; not a high price with regard to money 
only, but with regard to all other things. 

The natural price of commodities, which always ulti- 

_mately governs their market price, depends on the facility 
of production ; but the quantity produced is not in pro- 
portion to that facility. Although the lands, which are 
now taken into cultivation, are much inferior to the lands 
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in cultivation three centuries ago, and, therefore, the 
difficulty of production is increased, who can entertain 
any doubt, but that the quantity produced now, very far 
exceeds the quantity then produced? Not only is a high 
price compatible with an increased supply, but it rarely 
fails to accompany it. If, then, in consequence of taxa- 
tion, or of difficulty of production, the price of provisions 
be raised, and the quantity be not diminished, the money 
wages of labour will rise ; for, as Mr. Buchanan has justly 
observed, “The wages of labour consist not in money, 
but in what money purchases, namely, provisions and 
other necessaries ; and the allowance of the labourer out 
of the common stock, will always be in proportion to the 
supply.’’* 

§ 81. With respect to the second point, whether a tax 
on the wages of labour would raise the price of labour, 
Mr. Buchanan says, “ After the labourer has received the 
fair recompense of his labour, how can he have recourse on 
his employer, for what he is afterwards compelled to pay 
away in taxes? There is no law or principle in human 
affairs to warrant such a conclusion. After the labourer 
has received his wages, they are in his own keeping, and 
he must, as far as he is able, bear the burthen of whatever 
exactions he may ever afterwards be exposed to: for he 
has clearly no way of compelling those to reimburse him, 
who have already paid him the fair price of his work.” ? 
Mr. Buchanan has quoted, with great approbation, the 
following able passage from Mr. Malthus’s Work on Popu- 
lation, which appears to me completely to answer his 
objection. ‘The price of labour, when left to find its 
natural level, is a most important political barometer, 
expressing the relation between the supply of provisions, 
and the demand for them, between the quantity to be con- 

1 (Smith, ed. Buchanan, vol. iv., *‘ Observations,” p. 59, and ef 


p- 46.] 
2 [Smith ed. Buchanan, vol. iii., p. 338, note ] 
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sumed, and the number of consumers ; ana, taking on the 
average, independently of accidental circumstances, it 
further expresses, clearly, the wants of the society respect- 
ing population; that is, whatever may be the number of 
children to a marriage necessary to maintain exactly the 
present population, the price of labour will be just sufficient 
to support this number, or be above it, or below it, accord- 
ing to the state of the real funds, for the maintenance of 
labour, whether stationary, progressive, or retrograde. 
Instead, however, of considering it in this light, we con- 
sider it as something which we may raise or depress at 
pleasure, something which depends principally on his 
Majesty’s justices of the peace. When an advance in the 
price of provisions already expresses that the demand is too 
great for the supply, in order to put the labourer in the 
game condition as before, we raise the price of labour, that 
is, we increase the demand, and are then much surprised, 
that the price of provisions continues rising. In this, we 
act much in the same manner, as if, when the quicksilver 
in the common weather glass stood at stormy, we were to 
raise it by some forcible pressure to settled fair, and then 
be greatly astonished that it continued raining.” ' 

“The price of labour will express, clearly, the wants of 
the society respecting population ;” it will be just sufficient 
to support the population, which at that time the state of 
the funds for the maintenance of labourers, requires. If 
the labourer’s wages were before only adequate to supply 
the requisite population, they will, after the tax, be inade- 
quate to that supply, for he will not have the same funds 
to expend on his family. Labour will, therefore, rise, 
because the demand continues, and it is only by raising 
the price, that the supply is not checked. 

Nothing is more common, than to see hats or malt rise 
when taxed: they rise because the requisite supply would not 


[‘ Essay on Population,” vol. ii., bk. iii., c. v., pp. 165, 166.] 
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be afforded if they did not rise: so with labour, when wages 
are taxed, its price rises, because, if it did not, the requisite 
population would not bekeptup. Doesnot Mr. Buchanan 
allow all that is contended for, when he says, that “ were he 
(the labourer) indeed reduced to a bare allowance of neces- 
saries, he would then suffer no further abatement of his wages, 
as he could not on such conditions continue his race?” ! 
Suppose the circumstances of the country to be such, that 
the lowest labourers are not only called upon to continue 
their race, but to increase it; their wages would be regu- 
lated accordingly. Can they multiply in the degree required, 
if a tax takes from them a part of their wages, and reduces 
them to bare necessaries ? 

It is undoubtedly true, that a taxed commodity will not 
rise in proportion to the tax, if the demand for it diminish, 
and if the quantity cannot be reduced. If metallic money 
were in general use, its value would not for a consider- 
able time be increased by a tax, in proportion to the 
amount of the tax, because at a higher price, the demand 
would be diminished, and the quantity would not be 
diminished ; and unquestionably the same cause frequently 
influences the wages of labour; the number of labourers 
cannot be rapidly increased or diminished in proportion to 
the increase or diminution of the fund which is to employ 
them; but in the case supposed, there is no necessary 
diminution of demand for labour, and if diminished, the 
demand does not abate in proportion to the tax. Mr. 
Buchanan forgets that thefund raised by the tax, isemployed 
by Government in maintaining labourers, unproductive 
indeed, but still labourers. If labour were not to rise 
when wages are taxed, there would be a great increase in 
the competition for labour, because the owners of capital, 
who would have nothing to pay towards such a tax, would 
have the same funds for employing labour; whilst the 
Government who received the tax would have an additional 


! [Smith, ed. Buchanan, vol. iii., p. 338, note.] 
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fund for the same purpose. Government and the people thus 
become competitors, and the consequence of their compe- 
tition is a rise in the price of labour. The same number of 
men only will be employed, but they will be employed at 
additional wages. 

Tf the tax had been laid at once on the people of capital, 
their fund for the maintenance of labour would have been 
diminished in the very same degree that the fund of 
Government for that purpose had been increased ; and 
therefore there would have been no rise in wages; for 
though there would be the same demand, there would not 
be the same competition. If when the tax were levied, 
Government at once exported the produce of it as a subsidy 
to a foreign State, and if therefore these funds were 
devoted to the maintenance of foreign, and not of English 
labourers, such as soldiers, sailors, etc. etc.; then, indeed, 
there would be a diminished demand for labour, and wages 
might not increase, although they were taxed; but the 
same thing would happen if the tax had been laid on con- 
sumable commodities, on the profits of stock, or if im any 
other manner the same sum had been raised to supply this 
subsidy : less labour could be employed at home. In one 
case wages are prevented from rising, in the other they 
must absolutely fall. But suppose the amount of a tax on 
wages were, after being raised on the labourers, paid gra. 
tuitously to their employers, it would increase their money 
fund for the maintenance of labour, but it would not 
increase either commodities or labour. It would conse- 
quently increase the competition amongst the employer: 
of labour, and the tax would be ultimately attended witl 
no loss either to master or labourer. The master woulc 
pay an increased price for labour; the addition which th 
labourer received would be paid as a tax to Government 
and would be again returned to the masters. It must 
however, not be forgotten, that the produce of taxes is 
generally wastefully expended, they are always obtained a 
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the expense of the people’s comforts and enjoyments, and 
commonly either diminish capital or retard its accumu- 
lation. By diminishing capital they tend to diminish the 
real fund destined for the maintenance of labour; and 
therefore to diminish the real demand for it. Taxes then, 
generally, as far as they impair the real capital of the 
country, diminish the demand for labour, and therefore it 
is a probable, but not a necessary, nor a peculiar conse- 
quence of a tax on wages, that though wages would rise, 
they would not rise by a sum precisely equal to the tax. 

§ 82. Adam Smith, as we haye seen, has fully allowed 
that the effect of a tax on. wages, would be to raise wages 
by a sum at least equal to the tax, and would be finally, if 
not immediately, paid by the employer of labour. Thus 
far we fully‘ agree; but we essentially differ in our views 
of the subsequent operation of such a tax. 

«A direct tax upon the wages of labour, therefore,” says 
Adam Smith, ‘though the labourer might perhaps pay it out 
of his hand, could not properly be said to be even advanced 
by him; at least if the demand for labour and the average 
price of provisions remained the same after the tax as before 
it. In all such cases, not only the tax but something more 
than the tax, would in reality be advanced by the person who 
immediately employed him. The final payment would in 
different cases fall upon different persons. The rise which 
such a tax might occasion in the wages of manufacturing 
labour, would be advanced by the master manufacturer, 
who would be entitled and obliged to charge it with a profit, 
upon the price of his goods.” The rise which such a tax 
might occasion in country labour, would be advanced by 
the farmer, who, in order to maintain the same number of 
labourers as before, would be obliged to employ a greater 


1 [Not fully ; see above p. 204. ] 

2 [Here follows an omitted sentence, ‘‘ The final payment of this 
rise of wages, therefore, together with the additional profit of the 
master manufacturer, would fall upon the consumer.”] 
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capital. In order to get back this greater capital, together 
with the ordinary profits of stock, it would be necessary that 
he should retain a larger portion, or what comes to the 
same thing, the price of a larger portion, of the produce of 
the land, and consequently that he should pay less rent to 
the landlord. The final payment of this rise of wages would 
mn this case fall upon the landlord, together with the additional 
profits of the farmer who had advanced tt. In all cases a 
direct tax upon the wages of labour must, in the long run, 
occasion both a greater reduction in the rent of land, anda 
greater rise in the price of manufactured goods, than would 
have followed, from the proper assessment of a sum equal 
to the produce of the tax, partly upon the rent of land, 
and partly upon consumable commodities.” 1 Vol. iti. 
p. 337. In this passage it is asserted that the additional 
wages paid by farmers will ultimately fall on the landlords, 
who will receive a diminished rent; but that the additional 
wages paid by manufacturers will occasion a rise in the 
price of manufactured goods, and will therefore fall on the 
consumers of those commodities. 

Now, suppose a society to consist of landlords, manu- 
facturers, farmers and labourers, the labourers, it is agreed, 
would be recompensed for the tax ;—but by whom ?—who 
would pay that portion which did not fall on the land- 
lords ?—the manufacturers could pay no part of it; for if 
the price of their commodities should rise in proportion to 
the additional wages they paid, they would be in a better 
situation after than before the tax. If the clothier, the 
hatter, the shoe-maker, etc., should be each able to raise 
the price of their goods 10 per cent,,—supposing 10 per 
cent. to recompense them completely for the additional 
wages they paid,—if, as Adam Smith says, “they would 
be entitled and obliged to charge the additional wages 


1 [The whole ,assage is somewhat inaccurately quoted. Bk. v., 
c. iL, pp. 365 b, 366 a.] 
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with a profit upon the price of their goods,” they could each 
consume as much as before of each other’s goods, and 
therefore they would pay nothing towards the tax. If the 
lothier paid more for his hats and shoes, he would receive 
more for his cloth, and if the hatter paid more for his cloth 
and shoes, he would receive more for his hats. All manu- 
actured commodities then would be bought by them with 
1s much advantage as before, and inasmuch as corn would 
10t be raised in price, which is Dr. Smith’s supposition, 
whilst they had an additional sum to lay out upon its 
purchase, they would be benefited, and not injured by such 
v tax. 

Tf then neither the labourers nor the manufacturers 
vould contribute towards such a tax; if the farmers would 
ye also recompensed by a fall of rent, landlords alone 
nust not only bear its own weight, but they must also 
ontribute to the increased gains of the manufacturers. 
'o do this, however, they should consume all the manu- 
actured commodities in the country, for the additional 
rice charged on the whole mass is little more than the 
ax originally imposed on the labourers in manufac- 
ures. 

Now it will not be disputed that the clothier, the hatter, 
ind all other manufacturers, are consumers of each other’s 
roods ; it will not be disputed that labourers of all descrip- 
ions consume soap, cloth, shoes, candles, and various 
ther commodities ; it is therefore impossible that the 
vhole weight of these taxes should fall on landlords 
nly. 

But if the labourers pay no part of the tax, and yet 
nanufactured commodities rise in price, wages must rise, 
ot only to compensate them for the tax, but for the in- 
reased price of manufactured necessaries, which, as far as 
t affects agricultural labour, will be a new cause for the 
all of rent; and, as far as it affects manufacturing labour, 
or a further rise in the price of goods. This rise in the 
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price of goods will again operate on wages, and the action 
and re-action first of wages on goods, and then of goods on 
wages, will be extended without any assignable limits. 
The arguments by which this theory is supported, lead to 
such absurd conclusions, that it may at once be seen that 
the principle is wholly indefensible. 

All the effects which are produced on the profits of stock 
and the wages of labour, by a rise of rent and a rise of 
necessaries, in the natural progress of society, and increas- 
ing difficulty of production, will equally follow from a rise 
of wages in consequence of taxation; and, therefore, the 
enjoyments of the labourer, as well as those of his em- 
ployers, will be curtailed by the tax; and not by this tas 
particularly, but by every other which should raise ax 
equal amount, as they would all tend to diminish the fund 
destined for the maintenance of labour. 

The error of Adam Smith proceeds in the first place 
from supposing, that all taxes paid by the farmer must 
necessarily fall on the landlord, in the shape of a deductior 
from rent. On this subject I have explained myself mos 
fully, and I trust that it has been shown, to the satisfac 
tion of the reader, that since much capital is employed o1 
the land which pays no rent, and since it is the resul 
obtained by this capital which regulates the price of ray 
produce, no deduction can be made from rent; and, con 
sequently, either no remuneration will be made to th 
farmer for a tax on wages, or if made, it must be made b 
an addition to the price of raw produce. 

If taxes press unequally on the farmer, he will 
enabled to raise the price of raw produce, to place himse! 
on a level with those who carry on other trades; but a ta 
on wages, which would not affect him more than it woul 
affect any other trade, could not be removed or compe1 
sated by a high price of raw produce ; for the same reaso 
which should induce him to raise the price of corn, namel: 
to remunerate himself for the tax, would induce the clothie 
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to raise the price of cloth, the shoemaker, hatter, and 
upholsterer, to raise the price of shoes, hats, and furni- 
ture. 

If they could all raise the price of their goods, so as to 
remunerate themselves, with a profit, for the tax; as they 
are all consumers of each other’s commodities, it is obvious 
that the tax could never be paid; for who would be the 
contributors if all were compensated ? 

T hope, then, that I have succeeded in showing, that any 
tax which shall have the effect of raising wages, will be 
paid by a diminution of profits, and, therefore, that a tax 
on wages is in fact a tax on profits. 

This’ principle of the division of the produce of labour 
and capital between wages and profits, which I have 
attempted to establish, appears to me so certain, that ex- 
cepting in the immediate effects, I should think it of little 
importance whether the profits of stock, or the wages of 
labour, were taxed. By taxing the profits of stock, you 
would probably alter the rate at which the funds for the 
maintenance of labour increase, and wages would be dis- 
proportioned to the state of that fund, by being too high. 
By taxing wages, the reward paid to the labourer would 
also be disproportioned to the state of that fund, by 
being too low. In the one case by a fall, and in the other 
by a rise in money wages, the natural equilibrium between 
profits and wages would be restored. A tax on wages, 
then, does not fall on the landlord, but it falls on the 
profits of stock: it does not “entitle and oblige the master 
manufacturer to charge it with a profit on the prices of his 
goods,” for he will be unable to increase their price, and 
therefore he must himself wholly and without compensa- 
tion pay such a tax.’ 


1 M. Say appears to have imbibed the general opinion on thic 
subject. Speaking of corn, he says, “ thence it results, that its 
price influences the price of ald other commodities. A farmer, a 
manufacturer, or a merchant, employs a certain number of work- 

P 
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§ 83. If the effect of taxes on wages be such as I have 
described, they do not merit the censure cast upon them by 
Dr. Smith. He observes of such taxes, “ These, and some 
other taxes of the same kind, by raising the price of labour, 
are said to have ruined the greater part of the manufactures 
of Holland. Similar taxes, though not quite so heavy, 
take place in the Milanese, in the states of Genoa, in the 
duchy of Modena, in the duchies of Parma, Placentia, and 
Guastalla, and in the ecclesiastical states. A French author 
of some note, has proposed to reform the finances of his 
country, by substituting in the room of other taxes, this 
most ruinous of all taxes. ‘ There is nothing so absurd,’ 
says Cicero, ‘which has not sometimes been asserted by 
some philosophers.’”* And in another place he says: 
“Taxes upon necessaries, by raising the wages of labour, 
necessarily tend to raise the price of all manufactures, 
and consequently to diminish the extent of their sale and 
consumption.” They would not merit this censure, even 
if Dr. Smith’s principle were correct, that such taxes would 
enhance the prices of manufactured commodities ; for such 
an effect could be only temporary, and would subject us to 
no disadvantage in our foreign trade. If any cause should 
raise the price of a few manufactured commodities, it would 
prevent or check their exportation; but if the same cause 
operated generally on all, the effect would be .merely 


men, who all have occasion to consume a certain quantity of corn. 
If the price of corn rises, he is obliged to raise, in an equal propor- 
tion, the price of his productions.” Vol. i, p. 255. 

! [Ricardo is mistaken in supposing that in this passage (bk. v., 
c. ii, p. 370 b) Adam Smith is speaking of direct taxes on wages. 
He is speaking of taxes on the necessaries of life, which would have 
the effect of raising wages, and would operate in the same way as 
such taxes. That he held the same opinion about direct taxes on 
wages is clear from many passages, and especially bk. v., ¢. iL, 
p. 366a: “Absurd and destructive as such taxes are, however, 
they take place in many countries,” etc. ] 

2 (Bk. v., c. ii., p. 369 a.] 
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ominal, and would neither interfere with their relative 
alue, nor in any degree diminish the stimulus to a trade 
f barter, which all commerce, both foreign and domestic, 
sally is." 

I have already attempted to show, that when any cause 


' [Ricardo’s teaching on this point may be digested into two pro- 
ositions :— 

(a) The ratio in which commodities exchange for one 
another being determined by the respective facilities or 
difficulties of their production, an alteration in the general 
wages, that is in the degree in whieh all the labourers parti- | 
cipate in the commodities produced by their labour, cannot 
affect this ratio. To assert that it does, is to assert that there 
can be a general rise or fall in values. 

This would undeniably be the case, did labour enter to an 
equal extent into the production of the various commodities. 
But as it enters into such production in very varying extents 
(§$ 19, 20), the ratios in which the various commodities ex- 
change may be altered by such a rise in wages. 

(6) In the case of foreign trade, commodities do not, it is 
true, exchange in the ratios of their costs of production, but 
according to the laws of comparative cost (§ 47). But this 
being so, an alteration in the wages of labour, unless it tend, 
as above, to alter the relative value of commodities, will have 
no effect upon the direction of foreign trade. Putting aside 
price for a time, and considering trade as a matter of barter, is 
it not evident that the rate of total return or remuneration to 
those engaged in production is the result of the facilities with 
which such production takes place? If the people employed, 
then, in such production take less for their labour and trouble 
that their facilities allow them, they will be benefiting those 
with whom they are associated with in production, that is, pro- 
fits would rise If all employers, capitalists, and labourers 
took less than their share, they would be engaging in foreign 
trade to their own disadvantage. This they will not do. 

These remarks may-be made by way of qualification. 

Such a sacrifice may be advantageously made in order to secure 
1e custom of a particular market for the future. This principle 
ads manufacturers and others to sell under cost price for a time in 
‘der to breed the idea that their goods are cheaper than those sold 
y others They rely on the permanence of custom, 
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raises the prices of all commodities, the effects are nearly 
similar to a fall in the value of money. If money falls in 
value, all commodities rise in price; and if the effect is con- 
fined to one country, it will affect its foreign commerce in 
the same way as a high price of commodities caused by 
general taxation; and, therefore, in examining the effects 
of a low value of money confined to one country, we are 
also examining the effects of a high price of commodities 
confined to one country. Indeed, Adam Smith was fully 
aware of the resemblance between these two cases, and con- 
sistently maintained that the low value of money, or, as he 
calls it, of silver in Spain, in consequence of the prohibi. 
tion against its exportation, was very highly prejudicial tc 
the manufactures and foreign commerce of Spain. “ Bw 
that degradation in the value of silver, which being thi 
effect either of the peculiar situation, or of the politica 
institutions of a particular country, takes place only u 
that country, is a matter of very great consequence, which 
far from tending to make any body really richer, tends t 
make every body really poorer. The rise in the mone: 
price of all commodities, which is in this case peculiar to tha 
country, tends to discourage more or less every sort 0 
industry which is carried on within it, and to enabl 
foreign nations, by furnishing almost all sorts of goods fe 
a smaller quantity of silver than its own workmen ca 


In the second place, we must not confuse the effect of a deman 
for high wages with high wages themselves. The former may, an 
often does, ruin the trade of a nation. 

In the third place, we must notice that high wages, brought abor 
by taxation, may issue in the ruin of all productive enterprise 
the country. It may cease to be possible to remain in the’countr 
as Ricardo points out in another place (§ 87). 

The whole question of wages and foreign trade is treated of 
length in Cairnes, J. E., “Some Leading Principles of{ Politic 
Economy,” pt. iii., ce. i., ti, Smith took a different view, ‘‘ Weal 
of Nations,” bk. i, c. ix. p. 4la: “In countries which are fa 
advancing,” ete. ] 
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ifford to do, to undersell them not only in the foreign, but 
ven in the home market.’”’! Vol. ii., page 278. 

One, and I think the only one, of the disadvantages of a 
ow value of silver in a country, proceeding from a forced 
\bundance, has been ably explained by Dr. Smith. If the 
rade in gold and silver were free, “ the gold and silver 
vhich would go abroad, would not go abroad for nothing, 
mut would bring back an equal value of goods of some 
dnd or another. Those goods, too, would not be all 
natters of mere luxury and expense, to be consumed by 
dle people, who produce nothing in return for their con- 
umption. As the real wealth and revenue of idle people 
vould not be augmented by this extraordinary exportation 
f gold and silver, so would neither their consumption be 
ugmented by it. Those goods would, probably the greater 
art of them, and certainly some part of them, consist in 
naterials, tools, and provisions, for the employment and 
naintenance of industrious people, who would reproduce 
vith a profit, the full value of their consumption. A part 
f the dead stock of the society would thus be turned into 
ctive stock, and would put into motion a greater quantity 
f industry than had been employed before.” * 

By not allowing a free trade in the precious metals 
vhen the prices of commodities are raised, either by taxa- 
ion, or by the influx of the precious metals, you prevent a 
art of the dead stock of the society from being turned 
nto active stock—you prevent a greater quantity of in- 
lustry from being employed. But this is the whole 
mount of the evil; an evil never felt by those countries 
rhere the exportation of silver is either allowed or con- 
ived at. 

The exchanges between countries are at par only, whilst 
hey have precisely that quantity of currency which in the 
ctual situation of things they should have to carry on the 


1 (Bk, iv., ¢. v., p. 208 a. ] 2 [Bk. iv., ¢ v., p. 209 a.] 
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circulation of their commodities. If the trade in the pre- 
cious metals were perfectly free, and money could be ex- 
ported without any expense whatever, the exchanges 
could be no otherwise in every country than at par. 
If the trade in the precious metals were perfectly free, 
if they were generally used in circulation, even with the 
expenses of transporting them, the exchange could never in 
any of them deviate more from par, than by these expenses. 
These principles, I believe, are now nowhere disputed. Tf 
a country used paper money, not exchangeable for specie, 
and, therefore, not regulated by any fixed standard, the 
exchanges in that country might deviate from par, in the 
same proportion as its money might be multiplied beyond 
that quantity which would have been allotted to it by 
general commerce, if the trade in money had been free, 
and the precious metals had been used, either for money, 
or for the standard of money.’ ‘ 

If by the general operations of commerce, 10 millions of 
pounds sterling, of a known weight and fineness of bullion, 
should be the portion of England, and 10 millions of paper 
pounds were substituted, no effect would be produced on 
the exchange; but if by the abuse of the power of issuing 
paper money, 11 millions of pounds should be employed 
in the circulation, the exchange would be 9 per cent. 
against Hngland; if 12 millions were employed,.the ex- 
change would be 16 per cent.; and if 20 millions, the ex- 
change would be 50 per cent. against England. To pro- 
duce this effect it is not, however, necessary that paper 
money should be employed: any cause which retains in 
circulation a greater quantity of pounds than would have 
circulated, if commerce had been free, and the precious 
metals of a known weight and fineness had been used, 
either for money, or for the standard of money, would 

' [The effect of an over-issue of paper money on the foreign ex- 


changes is fully explained in Goschen, ‘Foreign Exchanges,” 
chap. v.] 
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exactly produce the same effects. Suppose that by clip- 
ping the money, each pound did not contain the quantity 
of gold or silver which by law it should contain, a greater 
number of such pounds might be employed in the circula- 
tion, than if they were not clipped. If from each pound 
one tenth were taken away, 11 millions of such pounds 
might be used instead of 10; if two tenths were taken 
away, 12 millions might be employed; and if one half 
were taken away, 20 millions might not be found super- 
flous. If the latter sum were used instead of 10 millions, 
every commodity in Hngland would be raised to double its 
former price, and the exchange would be 50 per cent. 
angainst England; but this would occasion no disturbance 
in foreign commerce, nor discourage the manufacture of 
any one commodity. If, for example, cloth rose in England 
from £20 to £40 per piece, we should just as freely export 
it after as before the rise, for a compensation of 50 per 
sent. would be made to the foreign purchaser in the ex- 
shange ; so that with £20 of his money, he could pur- 
shase a bill which would enable him to pay a debt of £40 
m England. In the same manner if he exported a com- 
modity which cost £20 at home, and which sold in England 
for £40 he would only receive £20, for £40 in England 
vould only purchase a bill for £20 on a foreign country. 
[The same effects would follow from whatever cause 20 
nillions could be forced to perform the business of circu- 
ation in England, if 10 millions only were necessary. If 
so absurd a law, as the prohibition of the exportation of 
the precious metals, could be enforced, and the conse- 
juence of such prohibition were to force 11 milhons of 
rood pounds, fresh from the Mint, instead of 10, into 
irculation, the exchange would be 9 per cent. against 
Mngland ; if 12 millions, 16 per cent.; and if 20 millions, 
0 per cent, against England. But no discouragement 
vould be given to the manufactures of England; if home 
ommodities sold at a high price im England, so would 
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foreign commodities; and whether they were high or low 
would be of little importance to the foreign exporter and 
importer, whilst he would on the one hand, be obliged to 
allow a compensation in the exchange when his commo- 
dities sold at a dear rate, and would receive the same 
compensation, when he was obliged to purchase English 
commodities at a high price. The sole disadvantage, 
then, which could happen to a country from retaining, 
by prohibitory laws, a greater quantity of gold and silver 
in circulation than would otherwise remain there, would 
be the loss which it would sustain from employing a 
portion of its capital unproductively, instead of employ- 
ing it productively. In the form of money this capital is 
productive of no profit ; in the form of materials, ma- 
chinery, and food, for which it might be exchanged, it 
would be productive of revenue, and would add to the 
wealth and the resources of the State. Thus then, I hope, 
I have satisfactorily proved, that a comparatively low 
price of the precious metals, in consequence of taxation, or, 
in other words, a generally high price of commodities, 
would be of no disadvantage to a State, as a part of the 
metals would be exported, which, by raising their value, 
would again lower the prices of commodities. And further, 
that if they were not exported, if by prohibitory laws they 
could be retained in a country, the effect on the exchange 
would counterbalance the effect of high prices. If, then, 
taxes on necessaries and on wages would not raise the 
prices of all commodities on which labour was expended, 
they cannot be condemned on such grounds; and more- 
over, even if the opinion given by Adam Smith, that they 
would have such an effect were well founded, they would 
be in no degree injurious on that account. They would be 
objectionable for no other reason than those which might 
be justly urged against taxes of any other description. 

The landlords, as such, wouldy be exempted from the 
burden of the tax; but as far as they directly employec 
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labour in the expenditure of their revenues, by supporting 
gardeners, menial servants, etc., they would be subject to 
its operation. 

It is undoubtedly true, that “taxes upon Tuxuries have 
no tendency to raise the price of any other commodities, 
except that of the commodities taxed ; ”1 but it is not 
true, “ that taxes upon necessaries, by raising the wages of 
labour, necessarily tend to raise the price of all manufac- 
tures.” It is true, that “taxes upon luxuries are finally 
paid by the consumers of the commodities taxed, without 
any retribution. They fall indifferently upon every species 
of revenue, the wages of labour, the profits of stock, and 
the rent of land;” but it is not true, “that taxes upon 
necessaries, so far as they affect the labowring poor, are 
finally paid partly by landlords in the diminished rent of 
their lands, and partly by rich consumers, whether land- 
lords or others, in the advanced price of manufactured 
goods ;” for, so far as these taxes affect the labowring poor, 
they will be almost wholly paid by the diminished profits of 
stock, a small part only being paid by the labourers them- 
selves in the diminished demand for labour, which taxation 
of every kind has a tendency to produce. 

§ 84. It is from Dr. Smith’s erroneous view of the effect 
of those taxes, that he has been led to the conclusion, that 
“the middling and superior ranks of people, if they under- 
stood their own interest, ought always to oppose all taxes 
upon the necessaries of life, as well as all direct taxes upon 
the wages of labour.” This conclusion follows from his 
reasoning, “that the final payment of both one and the 
other falls altogether upon themselves, and always with a 
considerable overcharge. They fall heaviest upon the 
landlords,? who always pay in a double capacity; in that 


1 [This and following quotations from “Wealth of Nations” 
(ed. Nicholson), bk. v., ¢. ii., p. 369 a and b.] 

2 So far from this being true, they would scarcely affect the 
landlords and stockholder. 
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of landlords, by the reduction of their rent, and in that of 
rich consumers, by the increase of their expense. The 
observation of Sir Matthew Decker, that certain taxes, are 
in the price of certain goods, sometimes repeated and 
accumulated four or five times, is perfectly just with 
regard to taxes upon the necessaries of life. In the price 
of leather, for example, you must pay, not only for the tax 
upon the leather of your own shoes, but for a part of that 
upon those of the shoemaker and the tanner. You must 
pay, too, for the tax upon the salt, upon the soap, and 
upon the candles, which those workmen consume while 
employed in your service, and for the tax upon the leather, 
which the salt-maker, the soap-maker, and the candle- 
maker consume, while employed in their service.” 

Now as Dr. Smith does not contend that the tanner, the 
salt-maker, the soap-maker, and the candle-maker, will 
either of them be benefited by the tax on leather, salt, 
soap, and candles; and as it is certain, that Government 
will receive no more than the tax imposed, it is impossible 
to conceive, that more can be paid by the public upon 
whomsoever the tax may fall. The rich consumers may, 
and indeed will, pay for the poor consumer, but they will 
pay no more than the whole amount of the tax; and it is 
not in the nature of things, that “the tax should be 
repeated and accumulated four or five times.” 

A system of taxation may be defective; more may be 
raised from the people, than what finds its way into the 
coffers of the State, as a part, in consequence of its effect 
on prices, may possibly be received by those who are 
benefited by the peculiar mode in which taxes are laid. 
Such taxes are pernicious, and should not be encouraged ; 
for it may be laid down as a principle, that when taxes 
operate justly, they conform to the first of Dr. Smith’s 
maxims, and raise from the people as little as possible 
beyond what enters into the public treasury of the State. 
M. Say says, “others offer plans of finance, and propose 
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neans for filling the coffers of the sovereign, without any 
harge to his subjects. But unless a plan of finance is of 
he nature of a commercial undertaking, it cannot give to 
tovernment more than it takes away, either from indi- 
iduals or from Government itself, under some other form. 
Something cannot be made out of nothing, by the stroke 
fa wand. In whatever way an operation may be dis- 
uuised, whatever forms we may constrain a value to take, 
vhatever metamorphosis we may make it undergo, we can 
mly have a value by creating it, or by taking it from 
thers. The very best of all plans of finance is to spend 
ittle, and the best of all taxes is, that which is the least in 
mount.” ! 

Dr. Smith uniformly, and I think justly, contends, that 
he labouring classes cannot materially contribute to the 
vurdens of the State. A tax on necessaries, or on wages, 
vill therefore be shifted from the poor to the rich: if then 
he meaning of Dr. Smith is, “that certain taxes are in 
he price of certain goods sometimes repeated, and ac- 
umulated four or five times,” for the purpose only of 
complishing this end, namely, the transference of the 
ax from the poor to the rich, they cannot be liable to 
ensure on that account. 

Suppose the just share of the taxes of a rich consumer 
o be £100 and that he would pay it directly, if the tax 
vere laid on income, on wine, or on any other luxury, he 
vould suffer no injury if by the taxation of necessaries, he 
hould be only called upon for the payment of £25, as far 
1s his own consumption of necessaries, and that of his 
‘amily was concerned; but should be required to repeat 
his tax three times, by paying an additional price for 
ther commodities to remunerate the labourers, :or their 
mployers, for the tax which they have been called upon to 
1dvance. Hyen in that case the reasoning is inconclusive: 


1 [* Economie Politique,” bk. iii., ¢. viii., vol. ii., p. 298.] 
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for if there be no more paid than what is required by 
Government; of what importance can it be to the rich 
consumer, whether he pay the tax directly, by payimg an 
increased price for an object of luxury, or indirectly, by 
paying an increased price for the necessaries and other 
commodities he consumes? If more be not paid by the 
people, than what is received by Government, the rich 
consumer will only pay his equitable share; if more is 
paid, Adam Smith should have stated by whom it is 
received; but his whole argument is founded in error, for 
the prices of commodities would not be raised by such 
taxes. 

M. Say does not appear to me to have consistently 
adhered to the obvious principle, which I have quoted 
from his able work; for in the next page, speaking of 
taxation, he says, ‘“‘ When it is pushed too far, it produces 
this lamentable effect, it deprives the contributor of a 
portion of his riches, without enriching the State. This 
is what we may comprehend, if we consider that every 
man’s power of consuming, whether productively or not, 
is limited by his income. He cannot then be deprived of 
a part of his income, without being obliged proportionally 
to reduce his consumption. Hence arises a diminution of 
demand for those goods, which he no longer consumes, and 
particularly for those on which the tax is imposed. From 
this diminution of demand, there results a diminution of 
production, and consequently of taxable commodities. 
The contributor then will lose a portion of his enjoyments; 
the producer a portion of his profits; and the treasury, a 
portion of its receipts.” * 

M. Say instances the tax on salt in France, previous to 
the revolution ; which, he says, diminished the production 
of salt by one half.* Tf, however, less salt was consumed, 


1 [** Economie Politique,” bk. iii., ce. viii., vol. ii., p. 300.] 
2 [Ib., p. 3C0, note 1.] 
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less capital was employed in producing it; and, therefore, 
though the producer would obtain less profit on the pro- 
duction of salt, he would obtain more on the production of 
other things. If a tax, however burdensome it may be, 
falls on revenue, and not on capital, it does not diminish 
demand, it only alters the nature of it. It enables 
Government to consume as much of the produce of the 
land and labour of the country, as was before consumed 
by the individuals who contribute to the tax, an evil suffi- 
ciently great without overcharging it. If my income is 
£1,000 per annum, and I am called upon for £100 per 
annum for a tax, I shall only be able to demand nine 
tenths of the quantity of goods, which I before consumed, 
but I enable Government to demand the other tenth. If 
the commodity taxed be corn, it is not necessary that my 
demand for corn should diminish, as I may prefer to pay 
£100 per annum more for my corn, and to the same 
amount abate in my demand for wine, furniture, or any 
other luxury.’ Less capital will consequently be employed 
in the wine or upholstery trade, but more will be employed 
in manufacturing those commodities, on which the taxes 
levied by Government will be expended. 

M. Say says* that M. Turgot, by reducing the market 
dues on fish (les droits d’entrée et de halle sur la marée) in 
Paris one half, did not diminish the amount of their 
produce, and that consequently the consumption of fish 
must have doubled. He infers from this, that the profits 
of the fishermen and those engaged in the trade, must 


1 M. Say says, that ‘that the tax added to the price of a com- 
modity, raises its price. Every increase in the price of a commodity, 
necessarily reduces the number of those who are able to purchase 
it, or at least the quantity they will consume of it.” This is by no 
means a necessary consequence. I do not believe, that if bread 
were taxed, the consumption of bread would be diminished, more 
than if cloth, wine, or soap were taxed. 

2 (Econ. Pol.,” bk. iii., ¢. viii, vol. ii., pp. 301-2.] 
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also have doubled, and that the income of the country 
must have increased, by the whole amount of these in- 
creased profits ; and by giving a stimulus to accumulation, 
must have increased the resources of the State.’ 

Without calling in question the policy, which dictated 
this alteration of the tax, I have my doubts, whether it 
gave any great stimulus to accumulation. If the profits 
of the fisherman and others engaged in the trade, were 
doubled in consequence of more fish being consumed, 
capital and labour must have been withdrawn from other 
occupations to engage them in this particular trade. But 
in those occupations capital and labour were productive of 
profits, which must have been given up when they were 
withdrawn. The ability of the country to accumulate, 
was only increased by the difference between the profits 
obtained in the business in which the capital was newly 
engaged, and those obtained in that from which it was 
withdrawn.” 

Whether taxes be taken from revenue or capital, they 
diminish the taxable commodities of the State. If I cease 
to expend £100 on wine, because by paying a tax of that 
amount I have enabled Government to expend £100 
instead of expending it myself, one hundred pounds worth 
of goods are necessarily withdrawn from the list of taxable 


! The following remark of the same author appears to me equally 
erroneous: “‘ When a high duty is laid on cotton, the production 
of all those goods of which cotton is the basis is diminished. If 
the total value added to cotton in its various manufactures, in a 
particular country, amounted to 100 millions of francs per annum, 
and the effect of the tax was, to diminish the consumption one 
half, then the tax would deprive that country every year of 50 
millions of francs, in addition to the sum received by Government. y 
[‘*Econ. Pol.”] Vol. ii, p. 314. [Bk. iii, ¢. viii] 

2 [In his note given in the edition of Ricardo by A. Fonteyrand, 
Say remarks that, technically speaking, Ricardo’s argument is 
sound ; he urges however that it would not hold under existing 
conditions. P. 187, note 2.] 
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ommodities. If the revenue of the individuals of a 
ountry be 10 millions, they will have at least 10 millions 
vorth of taxable commodities. If by taxing some, one 
nillion be transferred to the disposal of Government, their 
evenue will still be nominally 10 millions, but they will 
emain with only nine millions worth of taxable commo- 
ities. There are no circumstances under which taxation 
loes not abridge the enjoyments of those on whom the 
axes ultimately fall, and no means by which those enjoy- 
nents can again be extended, but the accumulation of new 
evenue. ‘ 

Taxation can never be so equally applied, as to operate 
n the same proportion on the value of all commodities, 
nd still to preserve them at the same relative value. It 
requently operates very differently from the intention of 
he legislature, by its indirect effects. We have already 
een, that the effect of a direct tax on corn and raw 
roduce, is, if money be also produced in the country, to 
aise the price of all commodities, in proportion as ‘raw 
roduce enters into their composition, and thereby to 
estroy the natural relation which previously existed be- 
ween them. Another indirect effect is, that it raises 
rages, and lowers the rate of profits; and we have also 
een, In another part of this work, that the effect of a rise 
f wages, and a fall of profits, is to lower the money prices 
f those commodities which are produced in a greater 
egree by the employment of fixed capital. 

§ 85. That a commodity, when taxed, can no longer be 
) profitably exported, is so well understood, that a draw- 
ack is frequently allowed on its exportation, and a duty 
id on its importation. If these drawbacks and duties be 
ecurately laid, not only on the commodities themselves, 
ut on all which they may indirectly affect, then, indeed, 
nere will be no disturbance in the value of the precious 
etals. Since we could as readily export a commodity 
fter being taxed as before, and since no peculiar facility 
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would be given to importation, the precious metals would 
not, more than before, enter into the list of exportable 
commodities. 

Of all commodities, none are perhaps so proper for tax. 
ation, as those which, either by the aid of nature or art, are 
produced with peculiar facility. With respect to foreigr 
countries, such commodities may be classed under the heac 
of those which are not regulated in their price by the quan. 
tity of labour bestowed, but rather by the caprice, the 
tastes, and the power of the purchasers. If England hac 
more productive tin mines than other countries, or if, fro 
superior machinery or fuel, she had peculiar facilities 1 
manufacturing cotton goods, the prices of tin, and of cottor 
goods, would still in England be regulated by the com 
parative quantity of labour and capital required to produc 
them, and the competition of our merchants would mak 
them very little dearer to the foreign consumer. Our ad 
vantage in the production of these commodities might bi 
go decided, that probably they could bear a very grea 
additional price in the foreign market, without very mate 
rially diminishing their consumption. This price the; 
never could attain, whilst competition was free at home 
by any other means but by a tax on their exportatior 
This tax would fall wholly on foreign consumers, and par 
of the expenses of the Government of England would b 
defrayed, by a tax on the land and labour of other countries 
The tax on tea, which at present is paid by the people c 
England, and goes to aid the expenses of the Governmer 
of England, might, if laid in China, on the exportation ¢ 
the tea, be diverted to the payment of the expenses of tl 
Government of China.* 

Taxes on luxuries have some advantage over taxes © 
necessaries. They are generally paid from income, ar 
therefore do not diminish the productive capital of tl 


' [On the ground that China had a monopoly of the import 
tea into the United Kingdom. This is very far from being t 
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country. If wine were much raised in price in consequence 
of taxation, it is probable that a man would rather forego 
the enjoyments of wine, than make any important encroach- 
ments on his capital, to be enabled to purchase it. They 
are so identified with price, that the contributor is hardly 
aware that he is paying a tax. But they have also their 
disadvantages. First, they never reach capital, and on 
some extraordinary occasions it may be expedient that 
even capital should contribute towards the public exigen- 
pies; and secondly, there is no certainty as to the amount 
of the tax, for it may not reach even income. A man 
tent on saving, will exempt himself from a tax on wine, 
by giving up the use of it. The income of the country 
may be undiminished, and yet the State may be unable to 
raise a shilling by the tax. 

Whatever habit has rendered delightful, will be relin- 
juished with reluctance, and will continue to be consumed 
otwithstanding a very heavy tax; but this reluctance has 
ts limits, and experience every day demonstrates that an 
nerease in the nominal amount of taxation, often dimin- 
shes the produce. One man will continue to drink the same 
juantity of wine, though the price of every bottle should 
9e raised three shillings, who would yet relinquish the use 
of wine rather than pay four. Another will be content to 
ay four, yet refuse to pay five shillings. The same may 
e said of other taxes on luxuries: many would pay a tax 
ff £5 for the enjoyment which a horse affords, who would 
10t pay £10 or £20. It is not because they cannot pay 
nore, that they give up the use of wine and of horses, but 
yecause they will not pay more. Every man has some 
tandard in his own mind by which he estimates the value 
ff his enjoyments, but that standard is as various as the 


ase at the present time, though it was so till a comparatively 
ecent date. Imports into the United Kingdom of tea for 1888— 
China.... 98 million lbs. 
India... Le) 5, 3 
Q 
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human character. A country whose financial situation 
has become extremely artificial, by the mischievous policy 
of accumulating a large national debt,’ and a consequently 
enormous taxation, is particularly exposed to the incon- 
venience attendant on this mode of raising taxes. After 
visiting with a tax the whole round of luxuries; after lay- 
ing horses, carriages, wine, servants, and all the other 
enjoyments of the rich, under contribution ; a minister is 
induced to have recourse to more direct taxes, such as 
income and property taxes, neglecting the golden maxim of 
M. Say, “that the very best of all plans of finance is to 
spend little, and the best of all taxes is that which is the 
least in amount.” 


1 [Does not this sentence show an approach to doctrine of com- 
parative utilities ?] 

2 [Ricardo’s attitude with regard to the National Debt is best 
seen in his parliamentary speeches. He seized every opportunity 
for speaking against its increase. It was, he urged, a heavy burden 
on the country. See especially speech Dec. 16th, 1819.] 


JHAPTER XVII.—TAXES ON OTHER COM- 
MODITIES THAN RAW PRODUCE. 


§ 86. 

oa the same principle that a tax on corn would raise 

the price of corn, a tax on any other commodity 
‘ould raise the price of that commodity. If the eom- 
1odity did not rise by a sum equal to the tax, it would 
ot give the same profit to the producer which he had 
efore, and he would remove his capital to some other 
mployment. 

The taxing of all commodities, whether they be neces- 
uries or luxuries, will, while money remains at an un- 
ltered value,’ raise their prices by a sum at least equal 
) the tax.’ A tax on the manufactured necessaries of the 


1 [Here Ricardo refers, not to relative value, but to what he 
rms real or absolute value (§ 12); but for the possibility of such 
general rise in price, § 81.] 

2 Tt is observed by M. Say, ‘‘that a manufacturer is not enabled 
)make the consumer pay the whole tax levied on his commodity, 
scause its increased price will diminish its consumption.” Should 
lis be the case, should the consumption be diminished, will not 
le supply also speedily be diminished? Why should the manu- 
cturer continue in the trade, if his profits are below the genera 
vel? M. Say appears here also to have forgotten the doctrine 
hich he elsewhere supports, ‘‘that the cost of production de- 
rmines the price, below which commodities cannot fall for any 
ngth of time, because production would be then either suspended, 
diminished.” —[{Bk. ii., ¢. iv.] Vol. ii., p. 26. 

“The tax in this case falls then partly on the consumer who is 
jliged to give more for the commodity taxed, and partly on the 


. 
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labourer would have the same effect on wages as a tax on 
corn, which differs from other necessaries only by being 
the first and most important on the list; and it would 
produce precisely the same effects on the profits of stock 
and foreign trade. But a tax on luxuries would have no 
other effect than to raise their price. It would fall wholly 
on the consumer, and could neither increase wages nor 
lower profits. 

§ 87. Taxes which are levied on a country for the 
purpose of supporting war, or for the ordinary expenses of 
the State, and which are chiefly devoted to the support of 
unproductive labourers, are taken from the productive 
industry of the country; and every saving which can be 
made from such expenses will be generally added to the 
income, if not to the capital of the contributors. When, 
for the expenses of a year’s war, twenty millions are raised 
by means of a loan, it is the twenty millions which are 
withdrawn from the productive capital of the nation. The 
million per annum which is raised by taxes to pay the 
interest of this loan is merely transferred from those who 
pay it to those who receive it, from the contributor to the 
tax, to the national creditor. The real expense is the 
twenty milhons, and not the interest which must be paid 
for it.' Whether the interest be or be not paid, the 


producer, who, after deducting the tax, will receive less. The 
public treasury will be benefited by what the purchaser pays in 
addition, and also by the sacrifice which the producer is obliged te 
make of a part of his profits. It is the effort of gunpowder, which 
acts at the same time on the bullet which it projects, and on the 
gun which it causes to recoil.” —[Bk. iii., e. viii.] Vol. ii., p. 333. 

1 © Melon says, that the debts of a nation are debts due from 
the right hand to the left, by which the body is not weakened. It 
is true that the general wealth is not diminished by the payment 
of the interest on arrears of the debt: The dividends are a value 
which passes from the hand of the contributor to the national 
creditor: Whether it be the national creditor or the contributor 
who accumulates or consumes it, is, I agree, of little importance 
to the society ; but the principal of the debt—what has become of 
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country will neither be richer nor poorer. Government 
might at once have required the twenty millions in the 
shape of taxess in which case it would not have been 
necessary to raise annual taxes to the amount of a million. 
This, however, would not have changed the nature of the 
transaction. An individual instead of being called upon 
to pay £100 per annum, might have been obliged to pay 
£2,000 once for all. It might also have suited his con- 
venience rather to borrow this £2,000, and to pay £100 
per annum for interest to the lender, than to spare the 
larger sum from his own funds. In one case it is a 
private transaction between A and B, in the other Govern- 
ment guarantees to Bthe payment of interest to be equally 
paid by A. If the transaction had been of a private 
nature, no public record would be kept of it, and it would 
be a matter of comparative indifference to the country 
whether A faithfully performed his contract to B, or un- 
justly retained the £100 per annum in his own possession. 
The country would have a general interest in the faithful 
performance of a contract, but with respect to the national 
wealth, it would have no other interest than whether A or 
B would make this £100 most productive; but on this 
question it would neither have the right nor the ability to 
decide. It might be possible, that if A retained it for his 
own use, he might squander it unprofitably, and if it were 


that? It exists no more. The consumption which has followed 
the loan has annihilated a capital which will never yield any 
further revenue. The society is deprived not of the amount of 
interest, since that passes from one hand to the other, but of the 
revenue from a destroyed capital. This capital, if it had been 
employed productively by him who lent it to the State, would 
equally have yielded him an income, but that income would have 
been derived from a real production, and would not have been 
furnished from the pocket of a fellow citizen.—Say [bk. iii., ¢. 1b 
vol. ii., pp. 356; 357], vol. ii., p. 357. This is both conceived and 
expressed in the true spirit of the science. [J. F. Melon, «* Essai 
Politique sur la Commerce,” 1724, p. 246.] 


230 POLITICAL ECONOMY. [GHAP, XVII. 


paid to B, he might add it to his capital, and employ it 
productively. And the converse would also be possible ; 
B might squander it, and A might employ it productively. 
With a view to wealth only, it might be equally or more 
desirable that A should or should not pay it; but the 
claims of justice and good faith, a greater utility, are not 
to be compelled to yield to those of a less; and accord- 
ingly, if the State were called upon to interfere, the courts’ 
of justice would oblige A to perform his contract. A debt 
guaranteed by the nation, differs in no respect from the 
above transaction. Justice and good faith demand that 
the interest of the national debt should continue to be 
paid, and that those who have advanced their capitals for 
the general benefit, should not be required to forego their 
equitable claims, on the plea of expediency. 

But independently of this consideration, it is by no 
means certain, that political utility would gain anything 
by the sacrifice of political integrity; it does by no means 
follow, that the party exonerated from the payment of the 
interest of the national debt would employ it more pro- 
ductively than those to whom indisputably it is due. By 
cancelling the national debt, one man’s income might be 
raised from £1,000 to £1,500, but another man’s would 
be lowered from £1,500 to £1,000. These two men’s 
incomes now amount to £2,500, they would amount to 
no more then. If it be the object of Government to raise 
taxes, there would be precisely the same taxable capital 
and income in one case, as in the other. It is not, then, 
by the payment of the interest on the national debt, that 
a country is distressed, nor is it by the exoneration from 
payment that it can be relieved. It is only by saving from 
income, and retrenching in expenditure, that the national 
capital can be increased; and neither the income would 
be increased, nor the expenditure diminished by the anni- 
hilation of the national debt. It is by the profuse ex- 
penditure of Government, and of . individuals, and by 
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loans, that the country is impoverished; every measure, 
therefore, which is calculated to promote public and 
private economy, will relieve the public distress; but it 
is error and delusion to suppose, that a real national 
difficulty can be removed, by shifting it from the shoulders 
of one class of the community, who justly ought to bear 
it, to the shoulders of another class, who, upon every prin- 
ciple of equity, ought to bear no more than their share.’ 
From what I have said, it must not be inferred that I 
consider the system of borrowing as the best calculated to 
defray the extraordinary expenses of the State. It is a 
system which tends to make us less thrifty—to blind us 
to our real situation. If the expenses of a war be 40 
millions per annum, and the share which a man would 
have to contribute towards that annual expense were 
£100, he would endeavour, on being at once called upon 
for his portion, to save speedily the £100 from his income. 
By the system of loans, he is called upon to pay only the 
interest of this £100, or £5 per annum, and considers 
that he does enough by saving this £5 from his ex- 
penditure, and then deludes himself with the belief, that 
he is as rich as before. The whole nation, by reasoning 
and acting in this manner, save only the interest of 40 
millions, or two millions; and thus, not only lose all the 
interest or profit which 40 millions of capital, employed 
productively, would afford, but also 38 millions, the dif- 
ference between their savings and expenditure.” If, as I 


1 [An act of confiscation such as the one mentioned would, in 
addition to its evil ethical effects, lead no doubt to grave economic 
difficulties, by reason of the feeling of insecurity which it would 
produce. But from a purely fiscal point of view, so far as the one 
transaction was concerned, considerable advantages would be 
derived from shifting the loss from the shoulders of the community 
in general, progressive and unprogressive classes included, to those 
of the stockholders, who cannot be regarded as numbered among 
the more industrial and progressive. ] 

? [Thirty-eight millions, which might have been saved out of 
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before observed, each man had to make his own loan, and 
contribute his full proportion to the exigencies of the 
State, as soon as the war ceased, taxation would cease, 
and we should immediately fall into a natural state of 
prices. Out of his private funds, A might have to pay to 
B interest for the money he borrowed of him during the 
war, to enable him to pay his quota of the expense; but 
with this the nation would have no concern. 

A country which has accumulated a large debt, is placed 
in a most artificial situation ; and although the amount of 
taxes, and the increased price of labour, may not, and I 
believe does not, place it under any other disadvantage 
with respect to foreign countries, except the unavoidable 
one of paying those taxes, yet it becomes the interest of 
every contributor to withdraw his shoulder from the 
burthen, and to shift this payment from himself to 
another; and the temptation to remove himself and his 
capital to another country, where he will be exempted 
from such burthens, becomes at last irresistible, and over- 
comes the natural reluctance which every man feels to 
quit the place of his birth, and the scene of his early 
associations. A country which has involved itself in the 
difficulties attending this artificial system, would act 
wisely by ransoming itself from them, at the sacrifice of 
any pertion of its property which might be necessary to 
redeem its debt. That which is wise in an individual, is 
wise also ina nation. A man who has £10,000, paying 
him an income of £500, out of which he has to pay £100 


revenue, has not been so saved. Had this been done, the condi- 
tion of the nation the next year or so would have been the same as 
before. 

There is another point of importance involved. The two millions 
a year represents a tax chiefly paid by the producing class to those 
who do not produce. For a discussion of this point vide Walker, 
‘‘ Money,” pp. 91-94; Maclaren, ‘‘ History of the Currency,” p. 312; 
Chevalier, ‘‘ La Monnaie,” p. 760.] 
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per annum towards the interest of the debt, is really 
worth only -€8,000, and would be equally rich, whether he 
continued to pay £100 per annum, or at once, and for 
only once, sacrificed £2,000. But where, it is asked, 
would be the purchaser of the property which he must 
sell to obtain this £2,000? the answer is plain: the 
national creditor, who is to receive this £2,000, will want 
an investment for his money, and will be disposed either 
to lend it to the landholder, or manufacturer, or to pur- 
chase from them a part of the property of which they 
have to dispose. To such a payment the stockholders 
themselves would largely contribute. This scheme has 
been often recommended, but we have, I fear, neither 
wisdom enough, nor virtue enough, to adoptit. It must, 
however, be admitted, that during peace, our unceasing 
efforts should be directed towards paying off that part of 
the debt which has been contracted during war; and that 
no temptation of relief, no desire of escape from present, 
and I hope temporary distresses, should induce us to 
relax in our attention to that great object. 

No sinking fund can be efficient for the purpose of 
diminishing the debt, if it be not derived from the excess 
of the public revenue over the public expenditure. It is 
to be regretted, that the sinking fund in this country is 
only such in name; for there is no excess of revenue 
above expenditure. It ought, by economy, to be made 
what it is professed to be, a really efficient fund for the 
payment of the debt. If, on the breaking out of any 
future war, we shall not have very considerably reduced 
our debt, one of two things must happen, either the whole 
expenses of that war must be defrayed by taxes raised 
from year to year, ‘or we must, at the end of that war, if 
not before, submit to a national bankruptcy ; not that we 
shall be unable to bear any large additions to the debt; it 
would be difficult to set limits to the powers of a great 
nation; but assuredly there are limits to the price, which 
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in the form of perpetual taxation, individuals will submit 
to pay for the privilege merely of living in their native 
country.! 

§ 88. When a commodity is at a monopoly price, it is at 
the very highest price at which the consumers are willing 
to purchase it. Commodities are only at a monopoly 
price, when by no possible device their quantity can be 
augmented ; and when therefore, the competition is wholly 
on one side—amongst the buyers. The monopoly price 
of one period may be much lower or higher than the 
monopoly price of another, because the competition 
amongst the purchasers must depend on their wealth, and 
their tastes and caprices. Those peculiar wines, which are 
produced in very limited quantity, and those works of art, 
which from their excellence or rarity, have acquired a 
fanciful value, will be exchanged for a very different 
quantity of the produce of ordinary labour, according as 
the society is rich or poor, as it possesses an abundance or 
scarcity of such produce, or as it may be in a rude or 
polished state. The exchangeable value therefore of a 
commodity which is at a monopoly price, is no where 
regulated by the cost of production. 

Raw produce is not at a monopoly price, because the 


“Credit, in general, is good, as it allows capitals to leave those 
hands where they are not usefully employed, to pass into those 
where they will be made productive : it diverts a capital from an 
employment useful only to the capitalist, such as an investment 
in the public funds, to make it productive in the hands of industry. 
It facilitates the employments of all capitals, and leaves none un- 
employed.”—‘‘ Economie Politique,” p. 463. 2 Vol. 4th Edition.— 
This must be an oversight of M. Say. The capital of the stock- 
holder can never be made productive—it is, in fact, no capital. If 
he were to sell his stock, and employ the capital he obtained for 
it, productively, he could only do so by detaching the capital of 
the buyer of his stock from a productive employment. [The error 
thus commented on by Ricardo is modified in the Fifth Edition 
(Say, vol. iii., p. 280). It did not exist in the Third (vol. ii, 
p. 444).] 
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market price of barley and wheat is as much regulated by 
heir cost of production, as the market price of cloth and 
inen. The only difference is this, that one portion of the 
apital employed in agriculture regulates the price of corn, 
1amely, that portion which pays no rent; whereas, in the 
roduction of manufactured commodities, every portion of 
apital is employed with the same results; and as no: por- 
ion pays rent, every portion is equally a regulator of price: 
orn, and other raw produce, can be augmented, too, in 
juantity, by the employment of more capital on the land, 
nd therefore they are not at a monopoly price. There is 
ompetition among the sellers, as well as amongst the 
uyers. This is not the case in the production of those 
are wines, and those valuable specimens of art, of which 
ye have been speaking ; their quantity cannot be increased, 
nd their price is limited only by the extent of the power 
nd will of the purchasers. The rent of these vineyards 
aay be raised beyond any moderately assignable limits, 
ecause no other land being able to produce such wines, 
one can be brought into competition with them. 

§ 89. The corn and raw produce of a country may, in- 
eed, for a time sell at a monopoly price; but they can do 
0 permanently only when no more capital can be profit- 
bly employed on the lands, and when, therefore, their 
roduce cannot be increased. At such time, every portion 
f land in cultivation, and every portion of capital em- 
loyed on the land will yield a rent, differing, indeed, in 
roportion to the difference in the return. At such a time 
90, any tax which may be imposed on the farmer, wili fall 
o rent, and not on the consumer. He cannot raise the 
rice of his corn, because, by the supposition, it is already 
t the highest price at which the purchasers will or can 
uy it. He will not be satisfied with a lower rate of pro- 
ts, than that obtained by other capitalists, and, therefore, 
is only alternative will be to obtain a reduction of rent, 
r to quit his employment. 


‘ 
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Mr. Buchanan considers corn and raw produce as at @ 
monopoly price, because they yield a rent: all commoditie: 
which yield a rent, he supposes must be at a monopoly 
price; and thence he infers, that all taxes on raw produc 
would fall on the landlord, and not on the consumer 
“The price of corn,” he says, “which always affords ; 
rent, being in no respect influenced by the expenses of it 
production, those expenses must be paid out of the rent 
and when they rise or fall, therefore, the consequence I 
not a higher or lower price, but a higher or a lower rent 
In this view, all taxes on farm servants, horses, or th 
implements of agriculture, are in reality land-taxes; th 
burden falling on the farmer during the currency of hi 
lease, and on the landlord, when the lease comes to be re 
newed. In like manner all those improved implements ¢ 
husbandry which save expense to the farmer, such a 
machines for threshing and reaping, whatever gives hir 
easier access to the market, such as good roads, canals an 
bridges, though they lessen the original cost of corn, d 
not lessen its market price. Whatever is saved by thos 
improvements, therefore, belongs to the landlord as part « 
his rent.”? 

It is evident that if we yield to Mr. Buchanan the bas! 
on which his argument is built, namely, that the price ¢ 
corn always yields a rent, all the consequences which b 
contends for would follow of course. Taxes on the farme 
would then fall not on the consumer but on rent; and a 
improvements in husbandry would increase rent: but 
hope I have made it sufficiently clear, that until a counts 
is cultivated in every part, and up to the highest degre 
there is always a portion of capital employed on the lan 
which yields no rent, and that it is this portion of capita 
the result of which, as in manufactures, is divided betwee 
profits and wages that regulates the price of corn. Tl 
price of corn, then, which does not afford a rent, being 0 


1 [Smith, ed. Buchanan, 1814, vol. iv., ‘“‘Observations,” pp. 37, 3 
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fluenced by the expenses of its production, those expenses 
eannot be paid out of rent. The consequence therefore of 
those expenses increasing, is a higher price, and not a 
lower rent.’ 

It is remarkable that both Adam Smith and Mr. 
Buchanan, who entirely agree that taxes on raw produce, 
a, land-tax, and tithes, all fall on the rent of land, and not 
on the consumers of raw produce, should nevertheless 
admit that taxes on malt would fall on the consumer of 
beer, and not on the rent of the landlord. Adam Smith’s 
argument is so able a statement of the view which I take 
of the subject of the tax on malt, and every other tax on 
raw produce, that I cannot refrain from offering it to the 
attention of the reader. 

“The rent and profits of barley land must always be 
aearly equal to those of other equally fertile, and equally 
ell cultivated land. If they were less, some part of the 
barley land would soon be turned to some other purpose ; 
and if they were greater, more land would soon be turned 
to the raising of barley. When the ordinary price of any 
particular produce of land is at what may be called a 
monopoly price, a tax upon it necessarily reduces the rent 
and profit” of the land which grows it. A tax upon the 
produce of those precious vineyards, of which the wine 
falls so much short of the effectual demand, that its price 


1 «Manufacturing industry increases its produce in proportion 
to the demand, and the price falls ; but the produce of land cannot 
be so increased; and a high price is still necessary to prevent the 
consumption from exceeding the supply.” [Smith, ed.] Buchanan, 
vol. iv., p- 40. Is it possible that Mr. Buchanan can seriously 
assert, that the produce of the land cannot be increased, if the 
demand increases ? 

2 [ wish the word “ Profit” had been omitted. Dr. Smith must 
suppose the profits of the tenants of these precious vineyards to be 
above the general rate of profits. If they were not, they would 
not pay the tax, unless they could shift it either to the landlord or 


consumer, 
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is always above the natural proportion to that of other 
equally fertile, and equally well cultivated land, would 
necessarily reduce the rent and profit ' of those vineyards. 
The price of the wines being already the highest that could 
be got for the quantity commonly sent to market, it could 
not be raised higher without diminishing that quantity ; 
and the quantity could not be diminished without still 
greater loss, because the lands could not be turned to any 
other equally valuable produce. The whole weight of the 
tax, therefore, would fall upon the rent and profit ;* pro- 
perly upon the rent of the vineyard.” “But the ordinary 
price of barley has never been a monopoly price; and the 
rent and profit of barley land have never been above their 
natural proportion to those of other equally fertile and 
equally well cultivated land. The different taxes which 
have been imposed upon malt, beer, and ale, have never 
lowered the price of barley; have never reduced the rent 
and profit’ of barley land. The price of malt to the 
brewer, has constantly risen in proportion to the taxes 
imposed upon it; and those taxes, together with the differ- 
ent duties upon beer and ale, have constantly either raised 
the price, or, what comes to the same thing, reduced the 
quality of those commodities to the consumer. The final 
payment of those taxes has fallen constantly upon the con- 
sumer, and not upon the producer.”* On this passage 
Mr. Buchanan remarks, “A duty on malt never could re- 
duce the price of barley, because, unless as much could be 
made of barley by malting it as by selling it unmalted, 
the quantity required would not be brought to market. 
It is clear, therefore, that the price of malt must rise in 
proportion to the tax imposed on it, as the demand could 
not otherwise be supplied. The price of barley, however, 
is just as much a monopoly price as that of sugar; they 


1 See note, p. 237. [Note ?.] 
2 ['The preceding passages, ‘‘ Wealth of Nations” (ed. Nicholson), 
bk. v., @ ii, p. 378 a and b.] 
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oth yield a rent, and the market price of both has equaliy 
ost all connexion with the original cost.” ! 

It appears then to be the opinion of Mr. Buchanan, that 
tax on malt would raise the price of malt, but that a tax 
n the barley from which malt is made, would not raise 
ne price of barley; and, therefore, if malt is taxed, the 
ux will be paid by the consumer; if barley is taxed, it will 
e paid by the landlord, as he will receive a diminished 
ent. According to Mr. Buchanan then, barley is at a 
1onopoly price, at the highest price which the purchasers 
re willing to give for it; but malt made of barley is not 
t a monopoly price, and consequently it can be raised in 
roportion to the taxes that may be imposed upon it. This 
pinion of Mr. Buchanan of the effects of a tax on malt 
ppears to me to be in direct contradiction to the opinion 
e has given of a similar tax, a tax on bread. “A tax on 
read. will be ultimately paid, not by a rise of price, but by 
reduction of rent.”* If a tax on malt would raise the 
rice of beer, a tax on bread must raise the price of 
read. 

The following argument of M. Say is founded on the 
me views as Mr. Buchanan’s: “ The quantity of wine or 
rm which a piece of land will produce, will remain nearly 
1e same, whatever may be the tax with which it is charged. 
he tax may take away a half, or even three-fourths of its 
et produce, or of its rent if you please, yet the land would 
evertheless be cultivated for the half or the quarter not 
bsorbed by the tax. The rent, that is to say the landlord’s 
1are, would merely be somewhat lower. The reason of 
is will be perceived, if we consider, that in the case sup- 
osed, the quantity of produce obtained from the land, and 
mt to market, will remain nevertheless the same. On the 
her hand the motives on which the demand for the pro- 
uce is founded, continue also the same. 


* [Smith, ed. Buchanan, 1814, vol. iii., p. 386, note. ] 
? (Smith, ed. Buchanan] Vol. iii, p. 355. 
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“Now, if the quantity of produce supplied, and the 
quantity demanded, necessarily continue the same, not- 
withstanding the establishment or the increase of the tax, 
the price of that produce will not vary ; and if the price de 
not vary, the consumer will not pay the smallest portion of 
this tax.* 

« Will it be said that the farmer, he who furnishes labour 
and capital, will, jointly with the landlord, bear the burden 
of this tax? certainly not; because the circumstance of the 
tax has not diminished the number of farms to be let, not 
increased the number of farmers. Since in this instance 
also the supply and demand remain the same, the rent o! 
farms must also remain the same. The example of the 
manufacturer of salt, who can only make the consumer: 
pay a portion of the tax, and that of the landlord who can. 
not reimburse himself in the smallest degree, prove th 
error of those who maintain, in opposition to the econo: 
mists, that all taxes fall ultimately on the consumer.” *— 
Vol. ii, p. 338. 

Tf the tax “took away half, or even three-fourths of th 
net produce of the land,” and the price of produce did no 
rise, how could those farmers obtain the usual profits o 
stock who paid very moderate rents, having that quality o 
land which required a much larger proportion of labour t 
obtain a given result, than land of a more fertile quality’ 
Tf the whole rent were remitted, they would still obtan 
lower profits than those in other trades, and would there 
fore not continue to cultivate their land, unless they coul 
raise the price of its produce. If the tax fell on th 
farmers, there would be fewer farmers disposed to hir 
farms; if it fell on the landlord, many farms would not b 
let at all, for they would afford no rent. But from wha 
fund would those pay the tax who produce corn withou 
paying any rent? It is quite clear that the tax must fal 


z [Bk. ji., vol. ii., ¢. ix., pp. 336-338.] 2 (Ib, p. 338, note. } 
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on the consumer. How would such land, as M. Say de- 
scribes in the following passage, pay a tax of one-half or 
three-fourths of its produce ? 

“We see in Scotland poor lands thus cultivated by the 
proprietor, and which could be cultivated by no other 
person. Thus too, we see in the interior provinces of the 
United States vast and fertile lands, the revenue of which, 
alone, would not be sufficient for the maintenance of the 
proprietor. These lands are cultivated nevertheless, but 
it must be by the proprietor himself, or, in other words, he 
must add to the rent, which is little or nothing, the profits 
of his capital and industry, to enable him to live in com- 
petence. It is well known that land, though cultivated, 
yields no revenue to the landlord when no farmer will be 
willing to pay a rent for it: which is a proof that such 
land will give only the profits of the capital, and of the 
industry necessary for its cultivation.”—Say, Vol. ii., 
p. 127." 


‘ [* Econ. Pol.,” 2nd Edition, bk. ii., c. ix.] 


CHAPTER XVIII.—POOR RATES. 


§ 90. 

WE have seen that taxes on raw produce, and on the 

profits of the farmer, will fall on the consumer 
of raw produce; since unless he had the power of remune- 
rating himself by an increase of price, the tax would 
reduce his profits below the general level of profits, and 
would urge him to remove his capital.to some other trade. 
We have seen too, that he could not, by deducting it from 
his rent, transfer the tax to his landlord; because that 
farmer who paid no rent, would, equally with the culti- 
vator of better land, be subject to the tax, whether it were 
laid on raw produce, or on the profits of the farmer. I 
have also attempted to show, that if a tax were general, 
and affected equally all profits, whether manufacturing or 
agricultural, it would not operate either on the price 
of goods or raw produce, but would be immediately, as 
well as ultimately, paid by the producers. A tax on rent, 
it has been observed, would fall on the landlord only, and 
could not by any means be made to develye on the 
tenant. 

The poor rate is a tax which partakes of the nature 
of all these taxes, and under different circumstances falls 
on the consumer of raw produce and goods, on the profits 
of stock, and on the rent of land. It is a tax which falls 
with peculiar weight on the profits of the farmer, and 
therefore may be considered as affecting the price of raw 
produce. According to the degree in which it bears on 
manufacturing and agricultural profits equally, it will be a 
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eneral tax on the profits of stock, and will occasion no 
lteration in the price of raw produce and manufactures.* 
n proportion to the farmer’s inability to remunerate him- 
elf, by raising the price of raw produce, for that portion 
f the tax which peculiarly affects him, it will be a tax on 
ent, and will be paid by the landlord. To know, then, 
he operation of the poor rate at any particular time, 
re must ascertain whether at that time it affects in an 
qual or unequal degree the profits of the farmer and 
1anufacturer; and also whether the circumstances be 
uch as to afford the farmer the power of raising the 
rice of raw produce. 

§ 91. The poor rates are professed to be levied on the 
urmer in proportion to his rent; and accordingly, the 
aurmer who paid a very small rent, or no rent at all, 
hould pay little or no tax. If this were true, poor rates, 
s far as they are paid by the agricultural class, would 
ntirely fall on the landlord, and could not be shifted to 
he consumer of raw produce. But I believe that it is not 
rue; the poor rate is not levied according to the rent 
hich a farmer actually pays to his landlord; it is propor- 
oned to the annual value of his land, whether that annual 
alue be given to it by the capital of the landlord or of the 
nant. 

If two farmers rented land of two different qualities in 
ne same parish, the one paying a rent of £100 per annum 
or 50 acres of the most fertile land, and the other the 
ame sum of £100 for 1,000 acres of the least fertile land, 
ney would pay the same amount of poor rates, if neither 
f them attempted to improve the land; but if the farmer 
f the poor land, presuming on a very long lease, should 
e induced, at a great expense, to improve the productive 
owers of his land, by manuring, draining, fencing, etc., he 
ould contribute to the poor rates, not in proportion to 


‘(CE § 78.) 
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the actual rent paid to the landlord, but to the actual 
annual value of the land. The rate might equal or exceed 
the rent; but whether it did or not, no part of this rate 
would be paid by the landlord. It would have been pre- 
viously caleulated upon by the tenant ; and if the price of 
produce were not sufficient to compensate him for all his 
expenses, together with this additional charge for poor 
rates, his improvements would not have been undertaken. 
Tt is evident, then, that the tax in this case is paid by the 
consumer; for if there had been no rate, the same improve- 
ments would have been undertaken, and the usual and 
general rate of profits would have been obtained on the 
stock employed, with a lower price of corn. 

Nor would it make the slightest difference in this ques- 
tion, if the landlord had made these improvements himself, 
and had in consequence raised his rent from £100 to 
£500; the rate would be equally charged to the consumer; 
for whether the landlord should expend a large sum of 
money on his land, would depend on the rent, or what is 
called rent, which he would receive as a remuneration fox 
it; and this again would depend on the price of corn, 0 
other raw produce, being sufficiently high not only to cover 
this additional rent, but also the rate to which the land 
would be subject. If at the same time all manufacturing 
capital contributed to the poor rates, in the same propor. 
tion as the capital expended by the farmer or landlord ir 
improving the land, then it would no longer be a partia 
tax on the profits of the farmer’s or landlord’s capital, but 
a tax on the capital of all producers ; and, therefore, it 
could no longer be shifted either on the consumer of ray 
produce or on the landlord. The farmer's profits woul¢ 
feel the effect of the rate no more than those of the manu 
facturer ; and the former could not, any more than the 
latter, plead it as a reason for an advance in the price 0 
his commodity. It is not the absolute, but the relative 
fall of profits, which prevents capital from being employee 
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in any particular trade: it is the difference of profit which 
sends capital from one employment to another. 

It must be acknowledged, however, that in the actual 
state of the poor rates, a much larger amount falls on the 
farmer than on the manufacturer, in proportion to their 
respective profits ; the farmer being rated according to the 
vctual productions which he obtains, the manufacturer 
ynly according to the value of the buildings in which he 
works, without any regard to the value of the machinery, 
abour, or stock which he may employ. From this cir- 
sumstance it follows, that the farmer will be enabled to 
raise the price of his produce by this whole difference. 
or since the tax falls unequally, and peculiarly on his 
orofits, he would have less motive to devote his capital to 
he land, than to employ it in some other trade, were not 
jhe price of raw produce raised. If, on the contrary, the 
ate had fallen with greater weight on the manufacturer 
shan on the farmer, he would have been enabled to raise 
he price of his goods by the amount of the difference, for 
he same reason that the farmer under similar cireum- 
tances could raise the price of raw produce. In a society, 
iherefore, which is extending its agriculture, when poor 
ates fall with peculiar weight on the land, they will be 
yaid partly by the employers of capital in a diminution of 
the profits of stock, and partly by the consumer of raw 
sroduce in its increased price. In such a state of things, 
he tax may, under some circumstances, be even advan- 
ageous rather than injurious to landlords; for if the tax 
said by the cultivator of the worst land, be higher in pro- 
yortion to the quantity of produce obtained, than that paid 
xy the farmers of the more fertile lands, the rise in the 
orice of corn, which will extend to all corn, will more than 
sompensate the latter for the tax. This advantage will 
‘emain with them during the continuance of their leases, 
ut it will afterwards be transferred to their landlords. 
his, then, would be the effect of poor rates in an advancing 
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society ; but in a stationary, or in a retrograde country, so 
far as capital could not be withdrawn from the land, if a 
further rate were levied for the support of the poor, that 
part of it which fell on agriculture would be paid, during 
the current leases, by the farmers; but, at the expiration 
of those leases, it would almost wholly fall on the land- 
lords. The farmer, who, during his former lease, had 
expended his capital in improving his land, if it were still 
in his own hands would be rated for this new tax according 
to the new value which the land had acquired by its im- 
provement, and this amount he would be obliged to pay 
during his lease, although his profits might thereby be 
reduced below the general rate of profits; for the capital 
which he has expended may be so incorporated with the 
land, that it cannot be removed from it. If, indeed, he, 
or his landlord, (should it have been expended by him) 
were able to remove this capital, and thereby reduce the 
annual value of the land, the rate would proportionately 
fall, and as the produce would at the same time be dimi- 
nished, its price would rise; he would be compensated for 
the tax, by charging it to the consumer, and no part would 
fall on rent; but this is impossible, at least with respect 
to some proportion of the capital, and consequently in 
that proportion the tax will be paid by the farmers during 
their leases, and by landlords at their expiration. This 
additional tax, if it fell with peculiar severity on manu- 
facturers, which it does not, would, under such circum- 
stances, be added to the price of their goods; for there 
can be no reason why their profits should be reduced below 
the general rate of profits, when their capitals might be 
easily removed ' to agriculture.” 


! [So far as their capitals have been fixed in plant they cannot be 
removed to agriculture. ] 

2 In a former part of this work, I have noticed the difference 
between rent, properly so called, and the remuneration paid t 
the landlord under that name, for the advantages which the ex: 
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penditure of his capital has procured to his tenant ; but I did not 
perhaps sufficiently distinguish the difference which would arise 
from the different modes in which this capital might be applied. 
As a part of this capital, when once expended in the improvement 
of a farm, is inseparably amalgamated with the land, and tends to 
increase its productive powers, the remuneration paid to the land- 
lord for its use is strictly of the nature of rent, and is subject to 
all the laws of rent. Whether the improvement be made at the 
expense of the landlord or the tenant, it will not be undertaken 
in the first instance, unless there is a strong probability that the 
return will at least be equal to the profit that can be made by the 
disposition of any other equal capital; but when once made, the 
return obtained will ever after be wholly of the nature of rent, 
and will be subject to all the variations of rent. Some of these 
expenses, however, only give advantages to the land for a limited 
period, and do not add permanently to its productive powers : 
being bestowed on buildings, and other perishable improvements, 
they require to be constantly renewed, and therefore do not obtain 
for the landlord any permanent addition to his real rent. [In 
continuation of this subject we must note the effect of the Agri- 
eultural Holdings Act (1883) on the power of the landlord to 
refuse to make improvements, unless he deems such to be con- 
sonant with his interest. In certain cases, as in drainage improve- 
ments, the tenant can really compel his landlord to make an outlay 
of capital on the land. ] 


CHAPTER XIX.—ON SUDDEN CHANGES IN 
THE CHANNELS OF TRADE. 


§ 92. 

A GREAT manufacturing country is peculiarly exposed 
to temporary reverses and contingencies, produced 
by the removal of capital from one employment to another. 
The demands for the produce of agriculture are uniform, 
they are not under the influence of fashion, prejudice, or 
caprice. To sustain life, food is necessary, and the demand 
for food must continue in all ages, and in all countries. 
It is different with manufactures; the demand for any 
particular manufactured commodity, is subject not only to 
the wants, but to the tastes and caprice of the purchasers. 
A new tax too may destroy the comparative advantage 
which acountry before possessed in the manufacture of a 
particular commodity ; or the effects of war may so raise 
the freight and insurance on its conveyance, that it can no 
longer enter into competition with the home manufacture 
of the country to which it was before exported. In all 
such cases, considerable distress, and no doubt some loss, 
will be experienced by those who are engaged in the 
manufacture of such commodities ; and it will be felt not 
only at the time of the change, but through the whole 
interval during which they are removing their capitals, 
and the labour which they can command, from one em- 

ployment to another. 
Nor will distress be experienced in that country alone 
where such difficulties originate, but in the countries to 
which its commodities were before exported. No country 


SHAP. XIX.] CHANGES IN THE CHANNELS OF TRADE. 249 


san long import, unless it also exports, or can long export 
inless it also imports. If, then, any circumstance should 
yecur, which should permanently prevent a country from 
mporting the usual amount of foreign commodities, it 
will necessarily diminish the manufacture of some of those 
commodities which were usually exported; and although 
he total value of the productions of the country will pro- 
yably be but little altered, since the same capital will be 
mployed, yet they will not be equally abundant and 
cheap ;+ and considerable distress will be experienced 
hrough the change of employments. If by the employ- 
nent of £10,000 in the manufacture of cotton goods for 
xportation, we imported annually 3,000 pair of silk stock- 
ngs of the value of £2,000, and by the interruption of 
oreign trade we should be obliged to withdraw this capital 
rom the manufacture of cotton, and employ it ourselves 
n the manufacture of stockings, we should still obtain 
tockings of the value of £2,000 provided no part of the 
apital were destroyed; but instead of having 3,000 pair, 
ve might only have 2,500. In the removal of the capital 
rom the cotton to the stocking trade, much distress might 
ye experienced, but it would not considerably impair the 
value of the national property, although it might lessen 
he quantity of our annual productions.’ 


' [The same amount of labour and capital being employed, but 
inder conditions of less advantage. The total value may be the 
ame, but the number of commodities produced being less, each 
vill possess a larger portion of that value. ] 

2 «Commerce enables us to obtain a commodity in the place 
vhere it is to be found, and to convey it to another where it is to 
ye consumed ; it therefore gives us the power of increasing the 
alue of the commodity, by the whole difference between its price 
n the first of these places, and its price in the second.” M. Say, 
. 458, vol. ii. [Reference 2nd Edition, vol. ii., pp. 487, 438, 
d. 1814.] True, but how is this additional value given to it? By 
dding to the cost of production, first, the expenses of conveyance; 
econdly, the profit on the advances of capital made by the mer- 
hant. The commodity is only more valuable, for the same reasons 
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The commencement of war after a long peace, or 0% 
peace after a long war, generally produces considerable 
distress in trade. It changes in a great degree the nature 
of the employments to which the respective capitals 0: 
countries were before devoted; and during the interva 
while they are settling in the situations which new circum: 
stances have made the most beneficial, much fixed capita 
is unemployed, perhaps wholly lost, and labourers ar« 
without full employment. The duration of this distress 
will be longer or shorter according to the strength of tha’ 
disinclination, which most men feel to abandon that em: 
ployment of their capital to which they have long beer 
accustomed. It is often protracted too by the restriction: 
and prohibitions, to which the absurd jealousies whicl 
prevail between the different States of the commercia 
commonwealth give rise. 

§ 93. The distress which proceeds from a revulsion ©: 
trade, is often mistaken for that which accompanies ¢ 
diminution of the national capital, and a retrograde state 
of society; and it would perhaps be difficult to poin 
out any marks by which they may be accurately dis 
tinguished. 

When, however, such distress immediately accompanie' 
a change from war to peace, our knowledge of th« 
existence of such a cause will. make it reasonable t 
believe, that the funds for the maintenance of labour hay 
rather been diverted from their usual channel, than mate 
rially impaired, and that after temporary suffering, th 
nation will again advance in prosperity. It must b 


that every other commodity may become more valuable, becaus 
more labour is expended on its production and conveyance, befor 
it is purchased by the consumer. This must not be mentioned a 
one of the advantages of commerce. When the subject is mor 
closely examined, it will be found that the whole benefits of com 
merce resolve themselves into the means which it gives us 
acquiring, not more valuable objects, but more useful ones. 
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emembered too that the retrograde condition is always 
n unnatural state of society. Man from youth grows to 
nanhood, then decays, and dies; but this is not the 
rogress of nations. When arrived to a state of the 
reatest vigour, their further advance may indeed be 
rrested, but their natural tendency is to continue for 
ges, to sustain undiminished their wealth, and their 
opulation. 

In rich and powerful countries, where large capitals 
re invested in machinery, more’ distress will be expe- 
ienced from a revulsion in trade, than in poorer countries 
rhere there is proportionally a much smaller amount of 
xed, and a much larger amount of circulating capital, and 
rhere consequently more work is done by the labour of 
1en. It is not so difficult to withdraw a circulating as a 
xed capital, from any employment in which it may be 
ngaged. It is often impossible to divert the machinery 
‘hich may have been erected for one manufacture, to the 
urposes of another; but the clothing, the food, and the 
»dging of the labourer in one employment may be devoted 
0 the support of the labourer in another; or the same 
ubourer may receive the same food, clothing and lodging, 
rhilst his employment is changed. This, however, is an 
vil to which a rich nation must submit; and it would not 
e more reasonable to complain of it, than it would be in 

rich merchant to lament that his ship was exposed to 
he dangers of the sea, whilst his poor neighbour’s cottage 
ras safe from all such hazard. 

§ 94. From contingencies of this kind, though in an 
inferior degree, even agriculture is not exempted. War, 
rhich in a commercial country, interrupts the commerce 
£ States, frequently prevents the exportation of corn from 
ountries where it can be produced with littie cost, to 
thers not so favourably situated. Under such circum- 
tances an unusual quantity of capital is drawn to agri- 
ulture, and the country which before imported becomes 
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independent of foreign aid.’ At the termination of th 
war, the obstacles to importation are removed, and a com 
petition destructive to the home-grower commences, fror 
which he is unable to withdraw, without the sacrifice of 

great part of his capital. The best policy of the Stat 
would be, to lay a tax, decreasing in amount from time t 
time, on the importation of foreign corn, for a limite 
number of years, in order to afford to the home-grower a 
opportunity to withdraw his capital gradually from th 
land.2 In so doing, the country might not be makin 
the most advantageous distribution of its capital, but th 
temporary tax to which it was subjected, would be fe 
the advantage of a particular class, the distribution ¢ 
whose capital was highly useful in procuring a supply « 
food when importation was stopped. If such exertions i 
a period of emergency were followed by risk of ruin on th 
termination of the difficulty, capital would shun such a 
employment. Besides the usual profits of stock, farme 


1 [Ricardo was writing with no imaginary picture in his min 
He was considering the circumstances of the agricultural intere 
before, during, and after the French war. During the early yea 
of the war it was a feasible enough plea that it was to the interé 
of the country to provide for a sufficient supply of home-grov 
corn in order that it might be unfettered in its action by ad 
pendence on supplies from foreign lands (ef. Report on Co 
Trade, 14th May, 1804). On the conclusion of the war the por 
were opened, and ‘‘ wheat, which had hitherto averaged £5 10s. 
quarter suddenly fell to £3 5s., and immediately the farmers rais 
a cry of distress” (Leone Levi, ‘‘ History of Commerce,” p. 21: 
The whole question is dealt with by Held, “Zwei Biicher 
pp. 521-529 ; Leone Levi, pp. 211-218, 292-301. 

The course taken by the Legislature followed to some exte 
that foreshadowed by Ricardo, as he explains his view both he 
and in his speeches in the House of Commons. ] 

2 In the last volume to the supplement of the Encyclopxd 
Britannica, article ‘‘ Corn Laws and Trade,” are the followi 
excellent suggestions and observations: ‘‘ If we shall at any futu 
period think of retracing our steps, in order to give time to wit 
draw capital from the cultivation of our poor soils, and to inve 
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rould expect to be compensated for the risk which they 
neurred of a sudden influx of corn; and, therefore, the 
rice to the consumer, at the seasons when he most re- 
juired a supply, would be enhanced, not only by the 
uperior cost of growing corn at home, but also by the 
ngurance which he would have to pay, in the price, for 
he peculiar risk to which this employment of capital was 
xposed. Notwithstanding, then, that it would be more 
sroductive of wealth to the country, at whatever sacrifice 
of capital it might be done, to allow the importation of 
cheap corn, it would, perhaps, be advisable to charge it 
with a duty for a few years. 

In examining the question of rent, we found, that with 
svery increase in the supply of corn, and with the con- 
sequent fall of its price, capital would be withdrawn from 
the poorer land; and land of a better description, which 
would then pay no rent, would become the standard by 
which the natural price of corn would be regulated. At 
£4 per quarter, land of an inferior quality, which may be 
designated by No. 6, might be cultivated; at £3 10s. 
+ in more lucrative employments, a gradually diminishing scale of 
duties may be adopted. The price at which foreign grain should 
be admitted duty free, may be made to decrease from 80s. its 
present limit, by 4s. or 5s. per quarter annually, till it reaches 50s., 
when the ports could safely be thrown open, and the restrictive 
system be for ever abolished. When this happy event shall have 
taken place, it will be no longer necessary to force nature. The 
capital and enterprise of the country will be turned into those 
departments of industry in which our physical situation, national 
character, or political institutions, fit us to excel. The corn of 
Poland, and the raw cotton of Carolina, will be exchanged for the 
wares of Birmingham, and the muslins of Glasgow. The genuine 
commercial spirit, that which permanently secures the prosperity 
of nations, is altogether inconsistent with the dark and shallow 
policy of monopoly. The nations of the earth are like provinces 
of the same kingdom—a free and unfettered intercourse is alike 
productive of general and of local advantage.” The whole article 
is well worthy of attention ; it is very instructive, is ably written, 
and shows that the author is completely master of the subject. 
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No. 5; at £3 No. 4, and so on. If corn, in consequence 
of permanent abundance, fell to £3 10s., the capital em- 
ployed on No, 6 would cease to be employed ; for it was 
only when corn was at £4 that it could obtain the general 
profits, even without paying rent: it would, therefore, be 
withdrawn to manufacture those commodities with which 
all the corn grown on No. 6 would be purchased and 
imported, In this employment it would necessarily be 
more productive to its owner, or it would not be with- 
drawn from the other; for if he could not obtain more 
corn by purchasing it with a commodity which he manu- 
factured, than he got from the land for which he paid no 
rent, its price could not be under £4, 

Tt has, however, been said, that capital cannot be with- 
drawn from the land; that it takes the form of expenses, 
which cannot be recovered, such as manuring, fencing, 
draining, ete., which are necessarily inseparable from the 
land. This is in some degree true; but that capital which 
consists of cattle, sheep, hay and corn ricks, carts, ete. 
may be withdrawn; and it always becomes a matter of 
calculation, whether these shall continue to be employec 
on the land, notwithstanding the low price of corn, 01 
whether they shall be sold, and their value transferred t« 
another employment, : 

Suppose, however, the fact to be as stated, and that ne 
part of the capital could be withdrawn ;' the farmer woul 


1 Whatever capital becomes fixed on the land, must necessarily 
be the landlord's, and not the tenant’s, at the expiration of th 
Jease, Whatever compensation the landlord may receive for thi 
capital, on re-letting his land, will appear in the form of rent; bu 
no rent will be paid, if, with a given capital, more corn can b 
obtained from abroad, than can be grown on this land>t home. 1 
the circumstances of the society should require corn to be imported 
and 1,000 quarters can be obtained hy the employment of a give' 
capital, and if this land, with the employment of the same capital 
will yield 1,100 quarters, 100 quarters will necessarily go to rent 
but if 1,200 can be got from abroad, then this land will go out o 
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ntinue to raise corn, and precisely the same quantity 
), at whatever price it might sell; for it could not be his 
terest to produce less, and if he did not so employ his 
pital, he would obtain from it no return whatever. 
rn could not be imported, because he would sell it lower 
an £3 10s. rather than not sell it at all, and by the sup- 
sition the importer could not sell it under that price. 
though then the farmers, who cultivated land of this 
ality, would undoubtedly be injured by the fall in the 
changeable value of the commodity which they pro- 
ced,—how would the country be affected? We should 
ve precisely the same quantity of every commodity pro- 
ced, but raw produce and corn would sell at a much 
eaper price. The capital of a country consists of its 
mmodities, and as these would be the same as before, 
production would go on at the same rate. This low 
ice of corn would however only afford the usual profits 
stock to the land, No. 5, which would then pay no rent, 
d the rent of all better land would fall: wages would 
10 fall, and profits would rise, 

However low the price of corn might fall; if capital 
wd not be removed from the land, and the demand did 
t increase, no importation would take place; for the 
me quantity as before would be produced at home, 
though there would be a different division of the pro- 
ice, and some classes would be benefited, and others in- 
red, the aggregate of production would be precisely the 


tivation, for it will not then yield even the general rate of pro- 

But this is no disadvantage, however great the capital may 
ve been, that had been expended on the land. Such capital is 
mt with a view to augment the produce—that, it should be re- 
smbered, is the end; of what importance then can it be to the 
“iety, whether half its capital be sunk in value, or even annihi- 
ed, if they obtain a greater annual quantity of production? 
ose who deplore the loss of capital in this case, are for sacrificing 
» end to the means, 
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same, and the nation collectively would neither be riche 
nor poorer. 

But there is this advantage always resulting from : 
relatively low price of corn,—that the division of th 
actual production is more likely to increase the fund fo 
the maintenance of labour, inasmuch as more wilt b 
allotted, under the name of profit, to the productive class 
a! less under the name rent, to the unproductive class. 

This is true, even if the capital cannot be withdraw: 
from the land, and must be employed there, or not b 
employed at all: but if great part of the capital can b 
withdrawn, as it evidently could, it will be only withdrawr 
when it will yield more to the owner by being withdraw: 
than by being suffered to remain where it was; it will onl 
be withdrawn then, when it can elsewhere be employe 
more productively both for the owner and the public. H 
consents to sink that part of his capital which cannot b 
separated from the land, because with that part which h 
can take away, he can obtain a greater value, and a greate 
quantity of raw produce, than by not sinking this part ¢ 
the capital. His case is precisely similar to that of a ma 
who has erected machinery in his manufactory at a grea 
expense, machinery which is afterwards so much improve 
upon by more modern inventions, that the cormmoditie 
manufactured by him very much sink in value. It woul 
be entirely a matter of calculation with him whether h 
should abandon the old machinery, and erect the mot 
perfect, losing all the value of the old, or continue to ava 
himself of its comparatively feeble powers. Who, undé 
such circumstances, would exkort him to forego the use ¢ 
the better machinery, because it would deteriorate « 
annihilate the value of the old? Yet this is the argumet 
of those who would wish us to prohibit the importation ¢ 
corn, because it will deteriorate or annihilate that part ¢ 
the capital of the farmer which is for ever sunk in lan 


’ [sze.] 
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‘hey do not see that the end of all commerce is to increase 
roduction, and that by increasing production, though you 
1ay occasion partial loss, you increase the general happi- 
ess. To be consistent, they should endeavour to arrest 
ll improvements in agriculture and manufactures, and all 
aventions of machinery; for though these contribute to 
eneral abundance, and therefore to the general happiness, 
hey never fail, at the moment of their introduction, to 
eteriorate or annihilate the value of a part of the existing 
apital of farmers and manufacturers.’ 

Agriculture, like all other trades, and particularly in a 
ommercial country, is subject to a reaction, which, in an 
pposite direction, succeeds the action of a strong stimulus. 
‘hus, when war interrupts the importation of corn, its 
onsequent high price attracts capital to the land, from 
he large profits which such an employment of it affords ; 
his will probably cause more capital to be employed, and 
ore raw produce to be brought to market than the 
emands of the country require. In such case, the price 
f corn will fall from the effects of a glut, and much 
ericultural distress will be produced, till the average 
apply is brought to a level with the average demand. 


1 Among the most able of the publications, on the impolicy of 
astricting the Importation of Corn, may be classed Major Torrens’ 
issay on the External Corn Trade. [1815.] His arguments 
ppear to me to be unanswered, and to be unanswerable. 


CHAPTER XX.—VALUE AND RICHES, THEIR 
DISTINCTIVE PROPERTIES. 


§ 95. 
« MAN is rich or poor,” says Adam Smith, “accord. 
ing to the degree in which he can afford to enjoy 
the necessaries, conveniences, and amusements of humar 
life.” * 

Value, then, essentially differs from riches, for value 
depends not on abundance, but on the difficulty or facility 
of production. The labour of a million of men in manu 
factures, will always produce the same value, but will no’ 
always produce the same riches. By the invention 0 
machinery, by improvements in skill, by a better divisiot 
of labour, or by the discovery of new markets, where mor 
advantageous exchanges may be made, a million of mei 
may produce double, or treble the amount of riches, © 
“necessaries, conveniences, and amusements,” in one stat 
of society, that they could produce im another, but they 
will not on that account add any thing to value; for ever: 
thing rises or falls in value, in proportion to the facility 
or difficulty of producing it, or, in other words, in propor 
tion to the quantity of labour employed on its production 
Suppose with a given capital, the labour of a certain num 
ber of men produced 1,000 pair of stockings, and that by 
inventions in machinery, the same number of men cal 
produce 2,000 pair, or that they can continue to produc 
1,000 pair, and can produce besides 500 hats; then th 
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alue of the 2,000 pair of stockings, or of the 1,000 pair 
£ stockings, and 500 hats, will be neither more nor less 


han that of the 1,000 pair of stockings before the intro- 
luction of machinery; foy they will be ee NEURO OE 
enor a cei f But the value of the general 

ss of commodities will nevertheless be diminished ; * 
or, although the value of the increased quantity produced, 
n consequence of the improvement, will be the same ex- 
tly as the value would have been of the less quantity 
hat would have been produced, had no improvement taken 
lace, an effect is also produced on the portion of goods 
till unconsumed, which were manufactured previously to 
he improvement; the value of those goods will be reduced, 
nasmuch as they must fall to the level, quantity for 
juantity, of the goods produced under all the advantages 
£ the improvement: and the society will, notwithstanding 
he increased quantity of commodities, notwithstanding its 
ugmented riches, and its augmented means of enjoyment, 
yave'a less amount of value. By constantly increasing the 
acility of production, we constantly diminish the value of 
ome of the commodities before produced, though by the 
ame means we not only add to the national riches, but 
so to the power of future production. Many of the errors 
n political economy have risen from errors on this subject, 
rom considering an increase of riches, and an increase of 
value, as meaning the same thing, and from unfounded 
1otions as to what constituted a standard measure of 
ralue. 

§ 96. One man considers money as a standard of value, 
nd a nation grows richer or poorer, according to him, in 
yroportion as its commodities of all kinds can exchange 
or more or less money. Others represent money as a 
rery convenient medium for the purpose of barter, but not 
{8 a proper measure by which to estimate the value of 


1 [In existence at the time, stock produced under the former cir- 
umstances forming part.] 
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other things; the real measure of value according to 
them, is corn, and a country is rich or poor, according as 
its commodities will exchange for more or less corn.’ 
There are others again, who consider a country rich or 
poor, according to the quantity of labour that it can 
purchase. But why should gold, or corn, or labour, be 
the standard measure of value, more than coals or iron ?— 
more than cloth, soap, candles, and the other necessaries of 
the labourer ?—why, in short, should any commodity, or 
all commodities together, be the standard, when such a 
standard is itself subject to fluctuations in value? Corn, 
as well as gold, may from difficulty or facility of produc- 
tion, vary 10, 20, or 30 per cent., relatively to other 
things; why should we always say, that it is those other 
things which have varied, and not the corn? That com- 
modity is alone invariable, which at all times requires the 
same sacrifice of toil and labour to produce it. Of such 
a commodity we have no knowledge, but we may hypo- 
thetically argue and speak about it, as if we had; and 
may improve our knowledge of the science, by showing 
distinctly the absolute inapplicabilit of all the standards 
which have been hitherto adopted. Wi supposing either 
of these to be a correct standard of valite, still it would not 
be w standard of riches, for riches do not depend on values 

1 Adam Smith says, “that the difference between the real ang 
the nominal price of commodities and labour, is not a matter of 
mere speculation, but may sometimes be of considerable use in 
practice.” [Bk.i., c v., p. 14 a.] I agree with him ; but the real 
price of labour and commodities, is no more to be ascertained by 
their price in goods, Adam Smith’s real measure, than by their 
price in gold and silver, his nominal measure. The labourer is 
only paid a really high price for his labour, when his wages will 
purchase the produce of a great deal of labour. 

2 In yol. i, p. 108 [bk. i., c. ii, 2nd edition], M. Say infers, that 
silver is now of the same value, as in the reign of Louis XIV., 
“because the same quantity of silver will buy the same quantity 


of corn.” ; 
3 [Editor’s italics. This passage exhibits the difficulty of sta- 
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. man is rich or poor, according to the abundance of 
ecessaries and luxuries which he can command; and 
rhether the exchangeable value of these for money, for 
orn, or for labour, be high or low, they will equally con- 
ribute to the enjoyment of their possessor. It is through 
onfounding the ideas of value and wealth, or riches that 
; has been asserted, that by diminishing the quantity of 
ommodities, that is to say of the necessaries, con- 
eniences, and enjoyments of human life, riches may be 
icreased. If value were the measure of riches, this could 
ot be denied, because by scarcity the value of commodi- 
es is raised; but if Adam Smith be correct, if riches 
onsist in necessaries and enjoyments, then they cannot be 
icreased by a diminution of quantity. 

It is true, that the man in possession of a scarce com- 
.odity is richer, if by means of it he can command more 
f the necessaries and enjoyments of human life; but as 
ve general stock out of which each man’s riches are 
rawn, is diminished in quantity, by all that any indi- 
idual takes from it, other men’s shares must necessarily 
e reduced in proportion as this favoured individual is 
ble to appropriate a greater quantity to himself. 

Let water become scarce, says Lord Lauderdale,' and be 
<clusively possessed by an individual, and you will 
crease his riches, because water will then have value ; 
nd if wealth be the aggregate of individual riches, you 
ill by the same means also increase wealth. You un- 
oubtedly will increase the riches of this individual, but 
asmuch as the farmer must sell a part of his corn, the 
1oemaker a part of his shoes, and all men give up 4 
ortion of their possessions for the sole purpose of sup- 
lying themselves with water, which they before had for 
thing, they are poorer by the whole quantity of com- 
stical attempts at comparison of the riches of a nation at two 


parate periods. ] ; 
1 [* Inquiry into the Nature and Causes of Wealth,” p, 44.] 
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modities which they are obliged to devote to this purpose, 
and the proprietor of water is benefited precisely by the 
amount of their loss. The same quantity of water, and 
the same quantity of commodities, are enjoyed by the 
whole society, but they are differently distributed. This 
is, however, supposing rather a monopoly of water than ai 
scarcity of it. If it should be scarce, then the riches 
of the country and of individuals would be actually 
diminished, inasmuch as it would be deprived of a portion 
of one of its enjoyments. The farmer would not only 
have less corn to exchange for the other commodities 
which might be necessary or desirable to him, but he, and 
every other individual, would be abridged in the enjoy- 
ment of one of the most essential of their comforts. Not 
only would there be a different distribution of riches, but 
an actual loss of wealth. 

It may be said, then, of two countries possessing pres 
cisely the same quantity of all the necessaries and comforts 
of life, that they are equally rich, but the value of then 
respective riches would depend on the comparative facility 
or difficulty with which they were produced. For if an 
improved piece of machinery should enable us to make 
two pair of stockings, instead of one, without additiona. 
labour, double the quantity would be given in exchange 
for a yard of cloth. If a similar improvement be made 
in the manufacture of cloth, stockings and cloth wil 
exchange in the same proportions as before, but they wil 
both have fallen in value; for in exchanging them fo; 
hats, for gold, or other commodities in general, twice the 
former quantity must be given. Extend the improve 
ment to the production of gold, and every other com 
modity; and they will all regain their former proportions 
There will be double the quantity of commodities annuall; 
produced in the country, and therefore the wealth of thi 
country will be doubled, but this wealth will not havi 
increased in value. 
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Although Adam Smith has given the correct descrip- 
‘ion of riches, which I have more than once noticed, he 
fterwards explains them differently, and says, “that a 
man must be rich or poor according to the quantity of 
abour* which he can afford to purchase.”*? Now, this 
lescription differs essentially from the other, and is 
ertainly incorrect ; for, suppose the mines were to be- 
ome more productive, so that gold and silver fell in value, 
‘rom the greater facility of their production; or that 
yelvets were to be manufactured with so much less labour 
han before, that they fell to half their former value ; the 
‘iches of all those who purchased those commodities would 
be increased ; one man might increase the quantity of his 
olate, another might buy double the quantity of velvet; 
but with the possession of this additional plate and velvet, 
they could employ no more labour than before; because, 
is the exchangeable value of velvet and of plate would be 
owered, they must part with proportionally moye of these 
species of riches to purchase a day’s labour. aches, then, 
sannot be estimated by the quantity of labour which they 
can. purchase. 

§ 97. From what has been said, it will be seen that the 
vealth of a country may be increased in two ways: it may 
be increased by employing a greater portion of revenue in 
the maintenance of productive labour,—which will not 
mnly add to the quantity, but to the value of the mass of 
commodities; or it may be increased, without employing 
any additional quantity of labour, by making the same 
yuantity more productive,—which will add to the abun- 
dance, but not to the value of commodities. 

In the first case, a country would not only become rich, 
but the value of its riches would increase. It would 
become rich by parsimony ; by diminishing its expenditure 


1 [Insert ‘* which he can command or.”] 
4 [BKeIE Cn veg p> 12 bel] 
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on objects of luxury and enjoyment; and employing those 
savings in reproduction. 

In the second case, there will not necessarily be either 
any diminished expenditure on luxuries and enjoyments, 
or any increased quantity of productive labour employed, 
but with the same labour more would be produced ; wealth 
would increase, but not value. Of these two modes of 
increasing wealth, the last must be preferred, since it pro- 
duces the same effect without the privation and diminution 
of enjoyments, which can never fail to accompany the 
first mode. \Capital is that part of the wealth of a country 
which is employed with a view to future production, and 
may be increased in the same manner as wealth.) An 
additional capital will be equally efficacious in the pro- 
duction of future wealth, whether it be obtained from 
improvements in skill and machinery, or from using more 
revenue reproductively ; for wealth always depends on the 
quantity of commodities produced, without any regard to 
the facility with which the instruments employed in pro- 
duction may have been procured. A certain quantity of 
clothes and provisions will maintain and employ the same 
number of men, and will therefore procure the same 
quantity of work to be done, whether they be produced by 
the labour of 100 or 200 men; but they will be of twice 
the value if 200 have been employed on their production. 

§ 98. M. Say,’ notwithstanding the corrections he has 
made in the fourth and last edition of his work, ‘‘ Traité 
d'Economie Politique,” appears to me to have been singu- 
larly unfortunate in his definition of riches and value. 
He considers these two terms as synonymous, and that a 
man is rich in proportion as he increases the value of his 
possessions, and is enabled to command an abundance of 
commodities. ‘The value of incomes is then increased,” 

1 (Say, in his “‘ Lettres 4 M. Malthus,” pp. 161-167, criticizes the 


positions assumed by Ricardo. He still refuses to recognize the 
distinction here made between value and riches. ] 
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1e observes, “if they can procure, it does not signify by 
vhat means, a greater quantity of products.” According 
o M. Say,’ if the difficulty of producing cloth were to 
louble, and consequently cloth was to exchange for double 
he quantity of the commodities for which it exchanged 
efore, it would be doubled in value, to which I give my 
ullest assent ; but if there were any peculiar facility in 
roducing the commodities, and no increased difficulty in 
roducing cloth, and cloth should in consequence exchange 
8 before for double the quantity of commodities, M. Say 
vould still say that cloth had doubled in value, whereas 
ccording to my view of the subject, he should say, that 
loth retained its former value, and those particular com- 
nodities had fallen to half their former value. Must not 
Ml. Say be inconsistent with himself when he says, that by 
acility of production, two sacks of corn may be produced 
yy the same means that one was produced before, and 
hat each sack will therefore fall to half its former value, 
nd yet maintain that the clothier who exchanges his cloth 
or two sacks of corn, will obtain double the value he 
efore obtained, when he could only get one sack in 
xchange for his cloth. If two sacks be of the value that 
ne was of before, he evidently obtains the same value 
nd no more,—he gets, indeed, double the quantity of riches 
—double the quantity of utility—double the quantity of 
that Adam Smith calls value in use, but not double the 
uantity of value, and therefore M. Say cannot be right 
n considering value, riches, and utility to be synonymous. 
ndeed, there are many parts of M. Say’s work to which I 
an confidently refer in support of the doctrine which I 
1aintain, respecting the essential difference between value 
nd riches, although it must be confessed that there are 
Iso various other passages in which a contrary doctrine is 
1aintained. These passages I cannot reconcile, and I 


1 [The following references are to the fourth edition. ] 
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point them out by putting them in opposition to eack 
other, that M. Say may, if he should do me the honour t« 
notice these observations in any future edition of his work 
give such explanations of his views as may remove thé 
difficulty, which many others, as well as myself, feel in ow 
endeavours to expound them. 


1. In the exchange of two pro- 
ducts, we only in fact ex- 
change the productive ser- 
vices which have served 
to create them...... p. 504. 

2. There is no real dearness 
but that which arises from 
the cost of production. 
A thing really dear, is that 
which costs much in pro- 
UCI GIF. usando vies oth 497. 

8. The value of all the pro- 
ductive services that must 
be consumed to create a 
product, constitute the 
cost of production of that 
PTOMUCH ay. wsilssieebica «x 505. 


4. It is utility which deter- 


mines the demand for a ! 


commodity, but it is the 
eost of its production 
which limits the extent of 
its demand. When its uti- 
lity does not elevate its 
value to the level of the 
cost of production, the 
thing is not worth what it 
cost; it is a proof that the 
productive services might 
be employed to create a 
commodity of a superior 
value. The possessors of 
productive funds, that is 
to say, those who have the 


5. The value of incomes is the 
increased, if they can pro 
cure (it does not signif 
by what means,) a greate: 
quantity of products, 

6. Price is the measure of th 
value of things, and thei 
value is the measure o 
their utility. 2 Vol....p. 4 


7. Exchanges made freely 
show at the time, in th 
place, and in the state o 
society in which we are 
the value which men at 
tach to the things ex 
changed) :\,. sics.spesteeaee 466 

8. To produce, is to creat 

f value, by giving or increas 
ing the utility of a thing 
and thereby establishing : 
demand for it, which is th 
first cause of its value 


9. Utility being created, cor 
stitutes a product. Th 
exchangable value whic 
results, is only the measur 
of this utility, the measur 

of the production whie 
has taken place. ......... 490 

10. The utility which people c 

} a particular country findi 
a product, can no othe 
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disposal of labour, of ca- wise be appreciated than 
pital or land, are perpetu- \ f\ by the price which they 
ally occupied in compa- UVES LOD, Wis... .Ksane se p- 502. 
ting the cost of produc- 11. This price, is the measure 
tion with the value of the of the utility, which it has 
things produced, or which | in the judgment of men ; 
comes to the same thing, | of the satisfaction which 
in comparing the value of | they derive from  con- 
different commodities with suming it, because they 
each other; because the would not prefer consum- 
cost of production is no- ing this utility, if for the 
thing else but the valueof \ price which it cost they 
productive services, con- could acquire a utility 
sumed in forming a pro- which would give them 
duction ; and the value of more satisfaction........ 506. 
a productive service isno- 12, The quantity of all other 
thing else than the value commodities which a per- 
of the commodity, which son can immediately obtain 
is the result. \The value in exchange for the com- 
of a commodity, the va- modity of which he wishes 
lue of a productive service, to dispose, is at all times a 
the value of the cost of value not to be disputed. 
production are all, then, Viole De aid xees ddensnteanen 4. 


similar values when every 
thing is left to its natural 
course. ) 


Sf there is no real dearness but that which arises from 
ost of production, (see 2.) how can a commodity be said to 
ise in value, (see 5.) if its cost of production be not in- 
reased? and merely because it will exchange for more of 
, cheap commodity—for more of a commodity the cost of 
roduction of which has diminished? When I give 2,000 
imes more cloth for a pound of gold than I give for a 
ound of iron, does it prove that I attach 2,000 times more 
itility to gold than I do to iron? certainly not; it proves 
mly as admitted by M. Say, (see 4.) that the cost of pro- 
luction of gold is 2,000 times greater than the cost of pro- 
luction of iron. If the cost of production of the two metals 
vere the same, I should give the same price for them ; but 
£ utility were the measure of value, it is probable I should 
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give more for the iron. It is the competition of the prc 
ducers “who are perpetually employed in comparing thi 
cost of production with the value of the thing produced, 
(see 4.) which regulates the value of different commodities 
Tf, then, I give one shilling for a loaf, and 21 shillings fc 
a guinea, it is no proof that this in my estimation is th 
comparative measure of their utility. 

In No. 4, M. Say maintains with scarcely any variatior 
the doctrine which I hold concerning value. In his pre 
ductive services, he includes the services rendered by lanc 
capital, and labour; in mine I include only capital an 
labour, and wholly exclude land. Our difference proceed 
from the different view which we take of rent: Lalways con 
sider it as the result of a partial monopoly, never really regu 
lating price, but rather as the effect of it. If all rent wer 
relinquished by landlords, I am of opinion that the com 
modities produced on the land would be no cheaper, becaus 
there is always a portion of the same commodities prc 
duced on land, for which no rent is or can be paid, as th 
surplus produce is only sufficient to pay the profits of stock 

To conclude, although no one is more disposed than 
am to estimate highly the advantage which results to a 
classes of consumers, from the real abundance and cheag 
ness of commodities, I cannct agree with M. Say, in esti 
mating the value of a commodity, by the abundance « 
other commodities for which it will exchange; I am of th 
opinion of a very distinguished writer, M. Destutt d 
Tracy, who says, that “To measure any one thing ist 
compare it with a determinate quantity of that same thin 
which we take for a standard of comparison, for unity. T 
measure, then to ascertain a length, a weight, a value, 
to find how many times they contain metres, gramme’ 
francs, in a word, unities of the same description.” 1 
franc is not a measure of value for any thing, but for 
quantity of the same metal of which francs are mad 
unless francs, and the thing to be measured, can be referre 
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some other measure which is common to both. This, I 
ink, they can be, for they are both the result of labour ; 
d, therefore, labour is a common measure, by which 
eir real as well as their relative value may be estimated. 
1is also, IL. am happy to say, appears to be M. Destutt de 
‘acy’s oppinion.’ He says, “as it is certain that our 
sical and moral faculties are alone our original riches, 
e employment of those faculties, labour of some kind, 
our only original treasure, and that it is always from 
is employment, that all those things are created which 
» call riches, those which are the most necessary, as well 

those which are the most purely agreeable. It is cer- 
in too, that all those things only represent the labour 
ich has created them, and if they have a value, or even 
© distinct values, they can only derive them from that of 

e labour from which they emanate.” 

M. Say, in speaking of the excellences and imperfections 
the great work of Adam Smith, imputes to him, as 
error, that “he attributes to the labour of man alone, 

e power of producing value. A more correct analysis 

ows us that value is owing to the action of labour, or 

ther the industry of man, combined with the action of 
ose agents which nature supplies, and with that of capital. 

s ignorance of this principle prevented him from estab- 

hing the true theory of the influence of machinery in the 

oduction of riches.” 

In contradiction to the opinion of Adam Smith, M. Say, 
the fourth chapter, speaks of the value which is given 
commodities by natural agents, such as the sun, the air, 

» pressure of the atmosphere, etc., which are sometimes 

bstituted for the labour of man, and sometimes concur 


Elemens d’Ideologie, Vol. iv. p. 99.—In this work M. de 
ucy has given a useful and an able treatise on the general prin- 
les of Political Economy, and I am sorry to be obliged to add, 
1 he supports, by his authority, the definitions which M. Say 
; given of the words “ value,” ‘“‘riches,” and ‘‘ utility.” 
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with him in producing.’ But these natural agents, though 
they add greatly to value in use, never add exchangeable 
value, of which M. Say is speaking, to a commodity: ae 
soon as by the aid of machinery, or by the knowledge oF 
natural philosophy, you oblige natural agents to do the 
work which was before done by man, the exchangeable 
value of such work falls accordingly.” If ten men turnec 
a corn mill, and it be discovered that by the assistance 0 
wind, or of water, the labour of these ten men may be 
spared, the flour which is the produce partly of the worl 
performed by the mill, would immediately fall in value, ir 


1 «The first man who knew how to soften metals by fire, is no’ 
the creator of the value which that process adds to the meltet 
metal. That value is the result of the physical action of fire addec 
to the industry and capital of those who availed themselves of thi 
knowledge.” 

‘¢ From this error Smith has drawn this false result, that th 
value of all productions represents the recent or former labow 
of man, or, in other words, that riches are nothing else but accu 
mulated labour; from which, by a second consequence, equall, 
false, labour ts the sole measure of riches, or of the value of pro 
ductionsy [‘* Econ. Pol.,” bk. i., ¢. iv., vol. i., pp. 31-2.) Thi 
inference; with which M. Say concludes, are his own, and no 
Dr. Smith’s; they are correct if no distinction be made betwee 
value and riches, and in this passage M. Say makes none: bu 
though Adam Smith, who defined riches to consist in the abun 
dance of necessaries, convenience and enjoyments of human life 
would have allowed that machines and natural agents might ver 
greatly add to the riches of a country, he would not have allowe 
that they add any thing to the value of those riches. 

2 [This, though true in many cases, should not be stated so univer 
sally. The modification needed arises from the fact that natur 
may in some instances perform work which elsewhere has to b 
performed by labour; that is, the same commodity is frequent 
produced under different conditions or advantage, and when sue 
is the case its price or position in the ratio of exchange is dete! 
mined by the portion thus produced under the most favourabl 
conditions, : 

: 
: 


— 
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oportion to the quantity of labour saved ; and the society 
yuld be richer by the commodities which the labour of 
e ten men could produce, the funds destined for their 
uintenance being in no degree impaired. M. Say con- 
untly overlooks the essential difference that there is 
tween value in use, and value in exchange. 

M. Say accuses Dr. Smith of having overlooked the value 
ich is given to commodities by natural agents, and by 
uchinery, because he considered that the value of all 
ings was derived from the labour of man; but it does 
t appear to me, that this charge is made out; for Adam 
nith no where undervalues the services which these 
tural agents and machinery perform for us, but he very 
stly distinguishes the nature of the value which they 
d to commodities—they are serviceable to us, by increas- 
x the abundance of productions, by making men richer, 
adding to value in use; but as they perform their work 
atuitously, as nothing is paid for the use of air, of heat, 
d of water, the assistance which they afford us, adds 
thing to value in exchange. 


CHAPTER XXI.—EFFECTS OF ACCUMULA: 
TION ON PROFITS AND INTEREST. 


§ 99. 

(eRe the account which has been given of the profits 

of stock,' it will appear, that no accumulation of 
capital will permanently lower profits, unless there be 
some permanent cause for the rise of wages. If the funds 
for the maintenance of labour were doubled, trebled, o1 
quadrupled, there would not long be any difficulty in pro. 
curing the requisite number of hands, to be employed by 
those funds; but owing tothe increasing difficulty of making 
constant additions to the food of the country, funds of the 
same value would probably not maintain the same quantity 
of labour.2 If the necessaries of the workman could be 
constantly increased with the same facility, there could be 
no permanent alteration in the rate of profits or wages, t& 
whatever amount capital might be accumulated. Adam 
Smith, however, uniformly ascribes the fall of profits t 


1 [§§ 44-45. 

2 [There are two remarks necessary. In the first place, we oat 
remember that Ricardo is speaking of what will happen perma 
nently or ultimately. A pair of scissors has two blades of differe’ 
kinds. By assumption there is an excess of what we may ¢ 
the larger blades. That for the time the smaller blades, being 
cessary to the use of the others, will sell at an appreciation, Ricar 
does not deny, but he assumes that these can be produced in su 
cient plenty within a short time. 

In the second place; it is possible that labour might not inere: 
rapidly in quantity through a rise in the standard of comfo; 
§§ 37, 38.) 
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cumulation of capital, and to the competition which will 
sult from it, without ever adverting to the increasing 
ficulty of providing food for the additional number of 
bourers which the additional capital will employ. “The 
crease of stock,” he says, “ which raises wages, tends to 
wer profit. When the stocks of many rich merchants 
e turned into the same trade, their mutual competition 
turally tends to lower its profit; and when there is a like 
crease of stock in all the different trades carried on in 
e same society, the same competition must produce the 
me effect in all.’ Adam Smith speaks here of a rise of 
iges, but it is of a temporary rise, proceeding from in- 
eased funds before the population is increased; and he 
es not appear to see, that at the same time that capital 
increased, the work to be effected by capital is increased 
the same proportion. M. Say has, however, most satis- 
ttorily shown,” that there is no amount of capital which 
vy not be employed in a country, because demand is only 
nited by production. 

§ 100. No man produces, but with a view to consume ox 
1, and he never sells, but with an intention to purchase 
me other commodity, which may be immediately useful 
him, or which may contribute to future production. By 
ducing, then, he necessarily becomes either the con- 
mer of his own goods, or the purchaser and consumer of 
» goods of some other person. It is not to be supposed 
ut he should, for any length of time, be ill-informed of 
> commodities which he can most advantageously pro- 
ce, to attain the object which he has in view, namely, 
» possession of other goods; and, therefore, it is not pro- 
sle that he will continually produce a commodity for 
ich there is no demand.’ 


[Bk. i., c. ix., pp. 36b, 37a.) * (Econ. Pol.,” bk. i, e. xv.] 

Adam Smith speaks of Holland, as affording an instance of the 

of profits from the accumulation of capital, and from every 

jlovment being consequently overcharged. ‘The Government 
4 
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There cannot, then, be accumulated in a country any 
amount of capital which cannot be employed productively 
until wages rise so high in consequence of the rise 0 
necessaries,! and so little consequently remains for tho 
profits of stock, that the motive for accumulation ceases. 
While the profits of stock are high, men will havea motiv: 
to accumulate. Whilst a man has any wished-for gratifil 
cation unsupplied, he will have a demand for more com 
modities; and it will be an effectual demand while he ha 
any new value to offer in exchangefor them. Tftenthousam 
pounds were given to a man having £100,000 per annum 
he would not lock it up ina chest, but would either increas 
his expenses by £10,000; employ it himself productively 
or lend it to some other person for that purpose; in eithe 
case, demand would be increased, although it would be fo 
different objects. If he increased his expenses, his effectua 
demand might probably be for buildings, furniture, or som 
such enjoyment. If he employed his £10,000 productively 


there borrow at 2 per cent., and private people of good credit, at 
per cent.” [Bk. i, c.ix.,p.38a.] But it should be remembered, tha 
Holland was obliged to import almost all the corn which she cor 
sumed, and by imposing heavy taxes on the necessaries of th 
labourer, she further raised the wages of labour. These facts wi 
sufficiently account for the low rate of profits and interest 1 
Holland. 

1 [In this passage, as in many others, itis necessary to keep car 
fully in mind the meaning which Ricardo attaches to the phras 
“rise in wages,” as explained § 23. He does not mean that th 
wage-recipients will receive more necessaries and luxuries, but the 
they will receive a larger share of the produce of labour. Th 
produce may increase, but it will have to be divided amon 
more. ] 

2 Ts the following quite consistent with M. Say’s principle 
“The more disposable capitals are abundant in proportion to 
extent of employment for them, the more will the rate of interest 
loans of capital fall.” —Vol. ii. p. 108. [Bk. ii., ¢. viii., 2nd editio 
If capital to any extent can be employed by a country, how cai 
be said to be abundant, compared with the extent of employm 
for it? 
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s effectual demand would be for food, clothing, and raw 
aterial, which might set new labourers to work; but still 
would be demand.’ 

Productions are always bought by productions, or by 
rvices; money is only the medium by which the exchange 
effected. ‘Too much of a particular commodity may be 
oduced, of which there may be sucha glut in the market, 
not to repay the capital expended on it; but this cannot 
the case with respect to all commodities; the demand 
r corn is limited by the mouths which are to eat it, for 
oes and coats by the persons who are to wear them; but 
ough a community, or a part of a community, may have 
much corn, and as many hats and shoes, as it is able or 


Adam Smith says, that ‘‘ When the produce of any particular 
ch of industry exceeds what the demand of the country requires, 
, surplus must be sent abroad, and exchanged for something for 
ich there is a demand at home. Without such exportation, a 
‘t of the productive labour of the country must cease, and the 
ue of its annual produce diminish. The land and labour of 
2at Britain produce generally more corn, woollens, and hard- 
re, than the demand of the home market requires. The surplus 
t of them, therefore, must be sent abroad, and exchanged for 
1ething for which there is a demand at home. It is only by 
ans of such exportation, that this surplus can acquire a value 
ficient to compensate the labour and expense of producing 
' [Bk. ii, ¢. v., p. 153a.] One would be led to’think by the 
ve passage, that Adam Smith concluded we were under some 
essity of producing a surplus of corn, woollen goods, and hard- 
re, and that the capital which produced them could not be 
erwise employed. It is, however, always a matter of choice in 
at way a capital shall be employed, and therefore there can 
er, for any length of time, be a surplus of any commodity ; for 
jhere were, it would fall below its natural price, and capital 
uid be removed to some more profitable employment. No 
ter has more satisfactorily and ably shown than Dr. Smith, 
tendency of capital to move from employments in which the 
ds produced do not repay by their price the whole expenses, 
uding the ordinary profits, of producing and bringing them to 
rket, See Chap. X. Book I. [general statement, p. 41 b.}. 


q 
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may wish to consume, the same cannot be said of every 
commodity produced by nature or by art. Some ae 
consume more wine, if they had the ability to procure iff 
Others having enough of wine, would wish to increase thi 
quantity or improve the quality of their furniture. Other 
might wish to ornament their grounds, or to enlarge ther 
houses. The wish to do all or some of these is implantes 
in every man’s breast; nothing is required but the means 
and nothing can afford the means, but an increase of pre 
duction. If I had food and necessaries at my disposal, ” 
should not be long in want of workmen who would pu ’ 
in possession of some of the objects most useful or mos 
desirable to me. 

Whether these increased productions, and the consequer 
demand which they occasion, shall or shall not lower pra 
fits, depends solely on the rise of wages; and the rise © 
wages, excepting for a limited period, on the facility 
producing the food and necessaries of the labourer. I sa 
excepting for a limited period, because no point is bette 
established, than that the supply of labourers will alway 
ultimately be in proportion to the means of supporti a 
them. 

There is only one case, and that will be temporary, 
which the accumulation of capital with a low price of foe 
may be attended with a fall of profits; and that is, whe 
the funds for the maintenance of labour increase mut 
more rapidly than population ;—wages will then be hig! 
and profits low. If every man were to forego the use 
luxuries, and be intent only on accumulation, a quanti 
of necessaries might be produced, for which there co 
not be any immediate consumption. Of commodities 
limited in number, there might undoubtedly be an univ 
sal glut, and consequently there might neither be dema 
for an additional quantity of such commodities, nor prot 
on the employment of more capital. If men ceased 
consume, they would cease to produce, This admissi 
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es not impugn the general principle. In such a country 
England, for example, it is difficult to suppose that 
sre can be any disposition to devote the whole capital 
d labour of the country to the production of necessaries 


ly.* 

5 101. When merchants engage their capitals in foreign 
de, or in the carrying trade, it is always from choice, 
1 never from necessity: it is because in that trade their 
fits will be somewhat greater than in the home trade. 
Adam Smith has justly observed “that the desire of 
dis limited in every man by the narrow capacity of the 
man stomach, but the desire of the conveniences and 
aments of building, dress, equipage, and household 
niture, seems to have no limit or certain boundary.” * 


[This would be Ricardo’s answer to the suggestion of the possi- 
iy of general over-production. It is needless to say that a 
liar mode of treatment is adopted by J. S. Mill (‘* Principles,” 
iii., c. xiv.). The question is treated of at considerable length 
Professor Lexis (Schénberg’s Handbuch, pp. 535-540), who, 
le stating the theoretical view of the indentity of production 
demand, contends that under existing conditions and modes of 
luction, general over-production can occur. Then will be a 
s attended with every circumstance of distress and misery. It 
ld, however, be noticed that he does not treat over-production 
he cause of the crisis, but the circumstances of competition 
re some commodities cannot be sold at a remunerative price. 
producers of these being then unable to buy the commodities 
uced with regard to their demands, the mischief may spread, 
many may be unable to obtain goods which they demand until 
sell their stocks at similiar unremunerative prices. Then 
le will hesitate, and a period of insecurity will ensue. 

1e real cause is, of course, an initial over-production of certain 
nodities, which, if sufficiently great in amount, will so bring 
out that the mass of other commodities produced will be too 
t. It is a case of wrong production, occasioning an alteration 
e conditions of industry. 

such, it does not invalidate the theory stated by Ricardo, 
ch it may lead us to distinguish more carefully between theory 
practical conditions. ] 

Bk. i, ¢. xi, p. 69 b.] 
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Nature then has necessarily limited the amount of capit 
which can at any one time be profitably engaged in agr 
culture, but she has placed no limits to the amount 
capital that may be employed in procuring “the co1 
veniences and ornaments” of life. To procure the 
gratifications in the greatest abundance is the object 3 
view, and it is only because foreign trade, or the carryi 
trade, will accomplish it better, that men engage in the 
in preference to manufacturing the commodities require 
or a substitute for them, at home. If, however, fro 
peculiar circumstances, we were precluded from engagit 
capital in foreign trade, or in the carrying trade, we shoul 
though with less advantage, employ it at home; and whi 
there is no limit to the desire of “ conveniences, ornamen 
of building, dress, equipage, and household furniture 
there can be no limit to the capital that may be employe 
in procuring them, except that which bounds our power | 
maintain the workmen who are to produce them. 

Adam Smith, however, speaks of the carrying trade *; 
one, not of choiee, but of necessity; as if the capital 
gaged in it would be inert if not so employed, as if 
capital in the home trade could overflow, if not confi 
to a limited amount. He says, “ When the capital st 
of any country is increased to such a degree, that it ca 
be all employed in supplying the consumption, and supp 
the productive labour of that particular country, the sur 
part of it naturally disgorges itself into the carrying tr 
and is employed in performing the same offices to ofl 
countries.” * 

«“ About ninety-six thousand hogsheads of tobacco 


1 [For an estimate as to present extent of the marine c 
trade which England performs for foreign nations, R. Gi 
‘Essays in Finance,” First Series (1886), p. 151, ete.; 8 
Series (1887), p. 182, ete.; discussion on Mr. Giffen’s p 
“Stat. Soe. Journal,” June, 1882, pp. 284-296. ] 

*'[ BK. ii., ¢. y.; p. 153 b.] 
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nnually purchased with a part of the surplus produce of 
sritish industry. But the demand of Great Britain does 
ot require, perhaps, more than fourteen thousand. If the 
emaining eighty-two thousand, therefore, could not be 
ent abroad and exchanged for something more in demand at 
ome, the importation of them would cease immedaitely, 
nd with it the productive labour of all the inhabitants of 
reat Britain, who are at present employed in preparing the 
90ds with which these eighty-two thousand hogsheads are 
nnually purchased.” * But could not this pertion of the 
roductive labour of Great Britain be employed in pre- 
aring some other sort of goods, with which something 
ore in demand at home might be purchased? And if it 
yuld not, might we not employ this productive labour, 
ough with less advantage, in making those goods in 
2mand at home, or at least some substitute for them ? 
| we wanted velvets, might we not attempt to make 
lvets ; and if we could not succeed, might we not make 
ore cloth, or some other object desirable to us ? 
We manufacture commodities, and with them buy 
ods abroad, because we can obtain a greater quantity 
an we could make at home. Deprive us of this trade, 
id we immediately manufacture again for ourselves. 
ut this opinion of Adam Smith is at variance with all 
s general doctrines on this subject. “If a foreign 
untry can supply us with a commodity cheaper than we 
selves can make it, better buy it of them with some 
rt of the produce of our own industry, employed in a 
1y in which we have some advantage. The general in- 
istry of the country being always in proportion to the 
pital which employs it, will not thereby be diminished,’ 
it only left to find out the way in which it can be 
iployed with the greatest advantage.” * 

¥ (Bk. ii.,.¢. v.,p, 153 b.] 

? [A sentence not pertinent to the issue is here omitted. ] 

5 (Bk. iv., c. ii., p. 185 a.] 
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Again. “Those, therefore, who have the command o: 
more food than they themselves can consume, are always 
willing to exchange the surplus, or, what is the same 
thing, the price of it, for gratifications of another kind 
What is over and above satisfying the limited desire, is 
given for the amusement of those desires which cannot be 
satisfied, but seem to be altogether endless. The poor, ix 
order to obtain food, exert themselves to gratify those 
fancies of the rich; and to obtain it more certainly, they 
vie with one another in the cheapness and perfection of 
their work. The number of workmen increases with the 
increasing quantity of food, or with the growing improve- 
ment and cultivation of the lands; and as the nature of 
their business admits of the utmost subdivisions of labours, 
the quantity of materials which they can work up increases 
in a much greater proportion than their numbers. Henee 
arises a demand for every sort of material which humax 
invention can employ, either usefully or ornamentally, ix 
building, dress, equipage, or household furniture; for the 
fossils and minerals contained in the bowels of the earth 
the precious metals, and the precious stones.” * 

It follows then from these admissions that there is n¢ 
limit to demand—no limit to the employment of capita 
while it yields any profit, and that however abundant 
capital may become, there is no other adequate reason fo! 
a fall of profit but a rise of wages, and further it may be 
added, that the only adequate and permanent cause for thi 
rise of wages is the increasing difficulty of providing fooé 
and necessaries for the increasing number of workmen. 

§ 102. Adam Smith has justly observed, that it is ex: 
tremely difficult to determine the rate of the profits ot 
stock. ‘ Profit is so fluctuating, that even in a particulai 
trade, and much more in trades in general, it would be 
difficult to state the average rate of it. To judge of wha 
it may have been formerly, or in remote periods of time 

TIEBK. 1,,.¢. Xie p69) bal 
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vith any degree of precision must be altogether im- 
ossible.”* Yet since it is evident that much will be 
riven for the use of money, when much can be made by 
t, he suggests that “the market rate of interest will lead 
is to form some notion of the rate of profits, and the 
story of the progress of interest afford us that of the 
ogress of profits.” * Undoubtedly if the market rate of 
nterest could be accurately known for any considerable 
eriod, we should have a tolerably correct criterion, by 
yhich to estimate the progress of profits. 

But in all countries, from mistaken notions of policy, 
he State has interfered to prevent a fair and free market 
ate of interest, by imposing heavy and ruinous penalties 
n all those who shall take more than the rate fixed by 
aw. In all countries probably these laws are evaded, but 
ecords give us little information on this head, and point 
ut rather the legal and fixed rate, than the market rate 
finterest. During the present war, Exchequer and Navy 
ills have been frequently at so high a discount, as to 
fford the purchasers of them 7, 8 per cent., or a greater 
ute of interest for their money. Loans have been raised 
y Government at an interest exceeding 6 per cent., and 
dividuals have been frequently obliged, by indirect 
leans, to pay more than 10 per cent. for the interest of 
oney ; yet during this same period the legal rate of in- 
rest has been uniformly at 5 per cent. Little dependence 
r information then can be placed on that which is the 
xed and legal rate of interest, when we find it may differ 
- considerably from the market rate. Adam Smith m- 
rms us,’ that from the 37th of Henry VIII. to 21st of 
umes I. 10 per cent. continued to be the legal rate of in- 
rest. Soon after the Restoration, it was reduced to 6 


* [Bk. i., ¢ ix., p, 87a, This is hardly a quotation—rather a 
raphrase. ] 

* [The same may be said as above. Bk. i., c. Day Pwo Gell 
E(B. i, ¢..1x.5 p. 37 aa] 
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per cent., and by the 12th of Anne, to 5 per cent. He 
thinks the legal rate followed, and did not precede the 
market rate of interest. Before the American war, Govern: 
ment borrowed at 3 per cent., and the people of credit in 
the capital, and in many other parts of the kingdom at 3} 
4, and 44 per cent. 

§ 108. The rate of interest, though ultimately and per 
manently governed by the rate of profit, is however subjeci 
to temporary variations from other causes. With every 
fluctuation in the quantity and value of money, the price: 
of commodities naturally vary. They vary also, as we 
have already shown, from the alteration in the proportior 
of supply to demand, although there should not be either 
greater facility or difficulty of production. When th 
market prices of goods fall from an abundant supply, fron 
a diminished demand, or from a rise in the value of money 
a manufacturer naturally accumulates an unusual quantit; 
of finished goods, being unwilling to sell them at ver; 
depressed prices. To meet his ordinary payments, fo 
which he used to depend on the sale of his goods, he nov 
endeavours to borrow on credit, and is often obliged t 
give an increased rate of interest. This, however, is bu 
of temporary duration ; for either the manufacturer’s ex 
pectations were well grounded, and the market price of hi 
commodities rises, or he discovers that there is a pei 
manently diminished demand, and he no longer resists th 
course of affairs: prices fall, and money and interest regai 
their real value. If by the discovery of a new mine, b 
the abuses of banking, or by any other cause, the quantit 
of money be greatly increased, its ultimate effect is to rais 
the prices of commodities in proportion to the increase 
quantity of money; but there is probably always a 
interval, during which some effect is produced on the rai 
of interest. 

The price of funded property is not a steady criteric 
by which to judge of the rate of interest. In time of wa 
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the stock market is so loaded by the continual loans 
of Government, that the price of stock. has not time to 
settle at its fair level, before a new operation of funding 
takes place, or it is affected by anticipation of political 
events. In time of peace, on the contrary, the operations 
of the sinking fund, the unwillingness, which a particular 
class of persons feel to divert their funds to any other 
employment than that to which they have been accus- 
tomed, which they think secure, and in which their divi- 
dends are paid with the utmost regularity, elevates the 
price of stock, and consequently depresses the rate of 
interest on these securities below the general market rate. 
Tt is observable, too, that for different securities, Govern- 
ment pays very different rates of interest. Whilst £100 
capital in 5 per cent. stock is selling for £95, an exchequer 
bill of £100, will be sometimes selling for £100 5s., for 
which exchequer bill, no more interest will be annually 
paid than £4 11s. 3d.: one of these securities pays to a 
purchaser at the above prices, an interest of more than 
52 per cent., the other but little more than 43; a certain 
quantity of these exchequer bills is required as a safe and 
marketable investment for bankers; if they were increased 
much beyond this demand, they would probably be as 
much depreciated as the 5 per cent. stock. A stock pay- 
ing 3 per cent. per annum will always sell at a proportion- 
ally greater price than stock paying 5 per cent., for the 
capital debt of neither can be discharged but at par, or 
£100 money for £100 stock. The market rate of interest 
may fall to 4 per cent., and Government would then pay 
the holder of 5 per cent. stock at par, unless he consented 
to take 4 per cent. or some diminished rate of interest 
under 5 per cent.: they would have no advantage from so 
paying the holder of 8 per cent. stock, till the market rate 
of interest had fallen below 3 per cent. per annum. To 
pay the interest on the national debt, large sums of money 
are withdrawn from circulation four times in the year for 
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a few days. These demands for money being only tempo 
rary, seldom affect prices; they are generally surmounte« 
by the payment of a large rate of interest.’ 


1 « All kinds of public loans,” observes M. Say, ‘“‘are attendeu 
with the inconvenience of withdrawing capital, or portions 0: 
capital, from productive employments, to devote them to consump: 
tion ; and when they take place in a country, the Government o, 
which does not inspire much confidence, they have the further in 
convenience of raising the interest of capital. Who would lend at 
5 per cent. per annum to agriculture, to manufacturers, and to 
commerce, when a borrower may be found ready to pay an interest 
of 7 or 8 per cent.? That sort of income, which is called profit of 
stock, would rise then at the expense of the consumer. Consump- 
tion would be reduced by the rise in the price of produce ; and the 
other productive services would be less in demand, less well paid. 
The whole nation, capitalists excepted, would be the sufferers from 
such a state of things.” [Bk. iii., c. ix., vol. ii., p. 360, 2nd ed.] 
To the question: ,‘‘ Who would lend money to farmers, manu- 
facturers, and merchants, at 5 per cent. per annum, when another 
borrower, having little credit, would give 7 or 8?” I reply, that 
every prudent and reasonable man would. Because the rate of in- 
terest is 7 or 8 per cent. there, where the lender runs extraor- 
dinary risk, is this any reason that it should be equally high 
in those places where they are secured from such risks? M. Say 
allows, that the rate of interest depends on the rate of profits ; but 
it does not therefore follow, that the rate of profits depends on the 
rate of interest. One is the cause, the other the effect, and it is 
impossible for any circumstances to make them change places. 


CHAPTER XXII.—BOUNTIES ON EXPOR- 
TATION, AND PROHIBITIONS 
OF IMPORTATION. 


§ 104. 
BN BOUNTY on the exportation of corn tends to lower 
its price to the foreign consumer, but it has no per- 
manent effect on its price in the home market. 

Suppose that to afford the usual and general profits of 
stock, the price of corn should in England be £4 per 
quarter ; it could not then be exported to foreign coun- 
tries where it sold for £3 15s. per quarter. But if a 
bounty of 10s. per quarter were given on exportation, it 
could be sold in the foreign market at £3 10s., and conse- 
quently the same profit would be afforded to the corm 
grower, whether he sold it at £3 10s. in the foreign, or at 
£4 in the home market. 

A bounty then, which should lower the price of British 
corn in the foreign country, below the cost of producing 
corn in that country, would naturally extend the demand 
for British, and diminish the demand for their own corn. 
This extension of demand for British corn could not fail 
to raise its price for a time in the home market, and 
during that time to prevent also its falling so low in the 
foreign market as the bounty has a tendency to effect. 
But the causes which would thus operate on the market 
price of corn in England would produce no effect what- 
ever on its natural price, or its real cost of production. To 
grow corn would neither require more labour nor more 
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capital,’ and, consequently, if the profits of the farmer” 
stock were before only equal to the profits of the stock o 
other traders, they will, after the rise of price, be consider 
ably above them. By raising the profits of the farmer’ 
stock, the bounty will operate as an encouragement t 
agriculture, and capital will be drawn from manufacture: 
to be employed on the land, till the enlarged demand fo: 
the foreign market has been supplied, when the price 0 
corn will again fall in the home market to its natural ant 
necessary price, and profits will be again at their ordinary 
and accustomed level. The increased supply of grain 
operating on the foreign market, will also lower its pric 
in the country to which it is exported, and will thereby re 
strict the profits of the exporter to the lowest rate at whicl 
he can afford to trade. 

The ultimate effect then of a bounty on the exportation 
of corn, is not to raise or to lower the price in the hom 
market, but to lower the price of corn to the foreign con 
sumer—to the whole extent of the bounty, if the price o 
corn had not before been lower in the foreign, than in th 
home market—and in a less degree, if the price in th 
home had been above the price in the foreign market. 

A writer in the fifth vol. of the Edinburgh Review, 
on the subject of a bounty on the exportation of corn, ha 
very clearly pointed out its effects on the foreign an 
home demand. He has also justly remarked, that it woul 
not fail to give encouragement to agriculture in the export 
ing country ; but he appears to have imbibed the commo: 
error which has misled Dr. Smith, and, I believe, mos 
other writers on this subject. He supposes, because th 
price of corn ultimately regulates wages, that therefore i 
will regulate the price of all other commodities. He say 


1 [But for proviso omitted here see end of paragraph (p. 288), @ 
also § 108. The price of corn will be regulated by that produce 
under more unfavourable conditions. ] 

2 [October, 1804. ] 
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hat the bounty, “by raising the profits of farming, will 
yperate as an encouragement to husbandry ; by raising the 
rice of corn to the consumers at home, it will diminish 
or the time their power of purchasing this necessary of 
ife, and thus abridge their real wealth. It is evident, 
1owever, that this last effect must be temporary: the 
wages of the labouring consumers had been adjusted 
efore by competition, and the same principle will adjust 
hem again to the same rate, by raising the money price of 
abour, and, through that, of other commodities, to the money 
rice of corn. The bounty upon exportation, therefore, 
vill ultimately raise the money price of corn in the home 
narket ; not directly, however, but through the medium of 
in extended demand in the foreign market, and a conse- 
juent enhancement of the real price at home: and this rise 
f the money price, when it has once been communicated to 
ther commodities, will of course become fixed.” 

If, however, I have succeeded in showing that it is not 
he rise in the money wages of labour which raises the 
rice of commodities, but that such rise always affects 
ofits, it will follow that the prices of commodities would 
10t rise in consequence of a bounty. ! 

But a temporary rise in the price of corn, produced by 
in increased demand from abroad, would have no effect on 
he money price of labour. The rise of corn is occasioned 
yy a competition for that supply which was before exclu- 
ively appropriated to the home market. By raising profits, 
\dditional capital is employed in agriculture, and the in- 
reased supply is obtained; but till it be obtained, the high 
rice is absolutely necessary to proportion the consump- 
ion to the supply, which would be counteracted by a rise 
ff wages. ‘The rise of corn is the consequence of its scar- 
‘ity, and is the means by which the demand of the home 
yurchasers is diminished. If wages were increased, the 


1 [§§ 16-18.] 
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competition would increase, and a further rise of the pric 
of corn would become necessary. In this account of th 
effects of a bounty, nothing has been supposed to occur t 
raise the natural price of corn, by which its market pric 
is ultimately governed ; for it has not been supposed, the 
any additional labour would be required on the land to i 
sure a given production, and this alone can raise its natur 
price. Ifthe natural price of cloth were 20s. per yard, 
creat increase in the foreign demand might raise the pri 
to 25s., or more, but the profits which would then be mac 
by the clothier would not fail to attract capital in thi 
direction, and although the demand should be double 
trebled, or quadrupled, the supply would ultimately | 
obtained, and cloth would fall to its natural price of 20 
So, in the supply of corn, although we should export 2, 
or 800,000 quarters annually, it would ultimately be pr 
duced at its natural price, which never varies, unless a di 
ferent quantity of labour becomes necessary to pr 
duction. 

§ 105. Perhaps in no part of Adam Smith’s justly cel 
brated work, are his conclusions more liable to objectio 
than in the chapter on bounties.’ In the first place, ] 


1 [In this and the following sections Ricardo devotes himself 
the criticism of Smith’s conclusions as to bounties. He is hard 
fortunate in his attempt to present the views of Smith, ke 
sighted though his criticism may be. Smith condemned bounti 
altogether (bk. iv., ¢. v.). On p. 210 b, he states his conclusions 
follows: ‘Bounties upon the exportation of any home-ma 
commodity are liable, 

‘First, to that general objection which may be made to all t 
different expedients of the mercantile system ; the objection 
forcing some part of the country into a channel less advantageo 
than that in which it would run of its own accord. . . . 

“Secondly, to the particular objection of foreing not only inte 
channel that is less advantageous, but into one that is actual 
disadvantageous ; the trade which cannot be carried on but 
means of a bounty being necessarily a loosing trade.” 

Thirdly, ‘The bounty upon the exportation of corn is liable 
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peaks of corn as of a commodity of which the production 
annot be increased, in consequence of a bounty on expor- 
ation; he supposes invariably, that it acts only on the 
uantity actually produced, and is no stimulus to further 
roduction. ‘In years of plenty,” he says, “ by occasion- 
ig an extraordinary exportation, it necessarily keeps up 
he price of corn in the home market above what it would 
aturally fall to. In years of scarcity, though the bounty 
3 frequently suspended, yet the great exportation which 
; occasions in years of plenty, must frequently hinder, 
1ore or less, the plenty of one year from relieving the 
earcity of another. Both in the years of plenty and in 
ears of scarcity, therefore, the bounty necessarily tends to 
vise the money price of corn somewhat higher than it 
therwise would be in the home market.”? 


is further objection, that it can in no respect promote the raising 
that particular commodity of which it was meant to encourage 
\e production.” 

Fourthly, ‘‘ By lowering somewhat the real value of silver, they” 
¢., those imposing bounty, the country gentlemen) ‘discouraged 
some degree the general industry of the country.” 

Fifthly, ‘Instead of advancing retarded more or less the im- 
‘ovement of their own lands.” In his criticism Ricardo passes 
rer the two first-mentioned disadvantages, though he might have 
yinted out that any trade which did not yield the average rate of 
ofit and wage might be called a losing one. The third he ex- 
inds into two, and treats of §§ 105, 106; the fourth occupies 
107, and the fifth § 108. The first objection here stated is that 
hich he has urged before with reference to the attribution to 
rn of a special ‘‘real value.” ‘The nature of things,” says 
dam Smith, “‘has stamped upon corn a real value.” In fine, 
nith draws no distinction between ‘final utility” and ‘ total 
lity.” Ricardo, in the present chapter, is considering the former 
alone of importance. ] 

1 (This quotation is not verbally accurate. Bk. iv., c. v., p. 206 b.] 
In another place he says, that ‘whatever extension of the 
reign market can be occasioned by the bounty, must, in every 
ticular year, be altogether at the expense of the home market ; 
‘every bushel of corn which is exported by means of the bounty, 
1d which would not have been exported without the bounty, 

U 
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Adam Smith appears to have been fully aware, that the 
correctness of his argument entirely depended on the fac’ 
whether the increase “ of the money price of corn, by rev 
dering that commodity more profitable to the farme® 
would not necessarily encourage its production.” 

“T answer,” he says, “that this might be the case, © 
the effect of the bounty was to raise the real price of cori 
or to enable the farmer, with an equal quantity of it, t 
maintain a greater number of labourers in the same mar 
ner, whether liberal, moderate, or scanty, as other labourer 
are commonly maintained in his neighbourhood.” . 

If nothing were consumed by the labourer but corn, an 
if the portion which he received was the very lowest whic 
his sustenance required, there might be some ground fe 


would have remained in the home market to increase the col 
sumption, and to lower the price of that commodity. The cor 
bounty, it is to be observed, as well as every other bounty upo 
exportatien, imposes two different taxes upon the people : firs 
the tax which they are obliged to contribute, in order to pay tl 
bounty; and, secondly, the tax which arises from the advance 
price of the commodity in the home market, and which, as tl 
whole body of the people are purchasers of corn, must, in th 
particular commodity, be paid by the whole body of the peopl 
In this particular commodity, therefore, this second .tax is | 
much the heaviest of the two.” ‘For every five shillings, ther 
fore, which they contribute to the payment of the first tax, th 
must contribute six pounds four shillings to the payment of tl 
second.” ‘The extraordinary exportation of corn, therefor 
occasioned by the bounty, not only in every particular ye 
diminishes the home, just as much as it extends the foreis 
market and consumption ; but, by restraining the population aa 
industry of the country, its final tendency is to stunt and restra 
the gradual extension of the home market, and thereby, in # 
long run, rather to diminish than to augment the whole mark 
and consumption ot corn.” [Bk. iv., ¢. v., p. 207 a, b.]J 

1 [To make Adam Smith’s meaning clearer, it is well to add t 
next sentences. ‘‘ But neither the bounty, nor any other hum: 
institution, can have any such effect. It is not the real but t 
nominal price of corn which can in any considerable degree 
affected by the bounty.” Bk, iv., ¢. v., p. 207 b.] 
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ipposing, that the quantity paid to the labourer could, 
ader no circumstances, be reduced,—but the money wages 
labour sometimes do not rise at all, and never rise in pro- 
srtion to the rise in the money price of corn, because corn, 
ough an important part, is only a part of the consump- 
on of the labourer. If half his wages were expended on 
rn, and the other half on soap, candles, fuel, tea, sugar, 
othing, etc., commodities on which no rise is supposed to 
ke place, it is evident that he would be quite as well paid 
ith a bushel and a half of wheat, when it was 16s. a 
ishel, as he was with two bushels, when the price was 8s. 
sr bushel; or with 24s. in money, as he was before with 
3s. His wages would rise only 50 per cent. though corn 
se 100 per cent.; and, consequently, there would be 
ifficient motive to divert more capital to the land, if 
ofits on other trades continued the same as before. But 
ich a rise of wages would also induce manufacturers 
withdraw their capitals from manufactures, to employ 
em on the land; for whilst the farmer increased the 
tice of his commodity 100 per cent., and his wages only 
) per cent., the manufacturer would be obliged also to 
ise wages 50 per cent., whilst he had no compensation 
hatever, in the rise of his manufactured commodity, for 
lis increased charge of production; capital would con- 
quently flow from manufactures to agriculture, till the 
ipply would again lower the price of corn to 8s. per 
ushel, and wages to 16s. per week; when the manufac- 
rer would obtain the same profits as the farmer, and the 
de of capital would cease to set in either direction. This 

in fact the mode in which the cultivation of corn is 
ways extended, and the increased wants of the market 
ipplied. The funds for the maintenance of labour 
crease, and wages are raised. The comfortable situation 
: the labourer induces him to marry—population increases, 
1d the demand for corn raises its price relatively to other 
1ings—more capital is profitably employed on agriculture, 
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and continues to flow towards it, till the supply is equal to 
the demand, when the price again falls, and agricultural 
and manufacturing profits are again brought to a level. 

But whether wages were stationary after the rise in the 
price of corn, or advanced moderately, or enormously, is 
of no importance to this question, for wages are paid by 
the manufacturer as well as by the farmer, and, therefore, 
in this respect they must be equally affected by a rise in the 
price of corn. But they are unequally affected in their 
profits. inasmuch as the farmer sells his commodity at an 
advanced price, while the manufacturer sells his for the 
same price as before. It is, however, the inequality of 
profit, which is always the inducement to remove capital 
from one employment to another; and, therefore, more 
corn would be produced, and fewer commodities manu- 
factured. Manufactures would not rise, because fewer 
would be manufactured, for a supply of them would be 
obtained in exchange for the exported corn. 

A bounty, if it raises the price of corn, either raises it 
in comparison with the price of other commodities, or it 
does not. If the affirmative be true, it is imposible to deny 
the greater profits of the farmer, and the temptation to 
the removal of capital, till its price is again lowered by 
an abundant supply. If it does not raise it in comparison 
with other commodities, where is the injury to the home 
consumer, beyond the inconvenience of paying the tax? 
If the manufacturer pays a greater price for his corn, he 
is compensated by the greater price at which he sells his 
commodity, with which his corn is ultimately purchased. 

§ 106. The error of Adam Smith proceeds precisely from 
the same source as that of the writer in the Edinburgh 
Review; for they both think “that the money price of 
zorn regulates that of all other home-made commodities.” ' 
“Tt regulates,” says Adam Smith, “the money price of 


1 The same opinion is held by M. Say. [‘‘ Econ. Pol.”] Vol. ii. 
p. 335. 
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labour, which must always be such as to enable the 
labourer to purchase a quantity of corn sufficient to main- 
tain him and his family, either in the liberal, moderate, 
or scanty manner, in which the advancing, stationary, or 
declining circumstances of the society oblige his employers 
to maintain him. By regulating the money price of all 
the other parts of the rude produce of land, it regulates 
that of the materials of almost all manufactures. By re- 
gulating the money price of labour, it regulates that of 
manufacturing art and industry; and by regulating both, 
it regulates that of the complete manufacture. The money 
price of labour, and of every thing that is the produce either 
of land or labour, must necessarily rise or fall in propor- 
tion to the money price of corn.” * 

This opinion of Adam Smith, I have before attempted 
to refute." In considering a rise in the price of commo- 
dities as a necessary consequence of a rise in the price of 
corn, he reasons as though there were no other fund from 
which the increased charge could be paid. He has wholly 
neglected the consideration of profits, the diminution of 
which forms that fund, without raising the price of com- 
modities. If this opinion of Dr. Smith were well founded, 
profits could never really fall, whatever accumulation of 
capital there might be. If, when wages rose, the farmer 
could raise the price of his corn, and the clothier, the 
hatter, the shoemaker, and every other manufacturer, 
could also raise the price of their goods in proportion to | 
the advance, although estimated in money they might be 
all raised, they would continue to bear the same value rela- 
tively to each other. Each of these trades could command 
the same quantity as before of the goods of the others, 
which, since it is goods, and not money, which constitute 
wealth, is the only circumstance that could be of impor- 
tance to them; and the whole rise in the price of raw 
_ 1A paragraph is omitted in the middle of this quotation. Bk. 
iv., c. v., pp. 207 b, 208 a.] aia bella 
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produce and of goods, would be injurious to no other 
persons but to those whose property consisted of gold and 
silver, or whose annual income was paid ina contributed 
quantity of those metals, whether in the form of bullion 
or of money. Suppose the use of money to be wholly laid 
aside, and all trade to be carried on by barter. Under such 
circumstances, could corn rise in exchangeable value with 
other things? If it could, then it is not true that the 
value of corn regulates the value of all other commodities ; 
for to do that, it should not vary in relative value to them. 
Tf it could not, then it must be maintained, that whether 
corn be obtained on rich, or on poor land, with much la- 
bour, or with little, with the aid of machinery, or without, 
it would always exchange for an equal quantity of all other 
commodities. 

I cannot, however, but remark that, though Adam 
Smith’s general doctrines correspond with this which i 
have just quoted, yet in one part of his work he appears 
to have given a correct account of the nature of value. 
“The proportion between the value of gold and silver, and 
that of goods of any other kind, DEPENDS IN ALL CASES,” 
he says, “upon the proportion between the quantity of labour 
which is necessary in order to bring a certain quantity of gold 
and silver to market, and that which is necessary to bring 
thither a certain quantity of any other sort of goods.” * Does 
he not here fully acknowledge that if any increase takes 
place in the quantity of labour required to bring one sort 
of goods to market, whilst no such increase takes place in 
bringing another sort thither, the first sort will rise in 
relative value. “If no more labour than before be required 
to bring either cloth or gold to market, they will not vary 
in relative value, but if more labour be required to bring 
corn and shoes to market, will not corn and shoes rise in 
value relatively to cloth, and money made of gold? 


[This quotation is elliptical. The part omitted does not, 
however, affect the argument. Bk. ii., ¢. ii., p. 185 a.] 
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§ 107. Adam Smith again considers that the effect of 
the bounty is to cause a partial degradation in the value of 
money. “That degradation,’ says he, “in the value of 
silver, which is the effect of the fertility of the mines, and 
which operates equally, or very nearly equally, through 
the greater part of the commercial world, is a matter of 
very little consequence to any particular country. The 
consequent rise of all money prices, though it does not 
make those who receive them really richer, does not make 
them really poorer. A service of plate becomes really 
cheaper, and every thing else remains precisely of the 
same real value as before”! This observation is most 
correct. 

“But that degradation in the value of silver, which 
being the effect either of the peculiar situation, or of the 
political institutions of a particular country, takes place 
only in that country, is a matter of very great consequence, 
which, far from tending to make any body really richer, 
tends to make every body really poorer. The rise in the 
money price of all commodities, which is in this case pe- 
culiar to that country, tends to discourage more or less 
every sort of industry which is carried on within it, and to 
enable foreign nations, by furnishing almost all sorts of 
goods for a smaller quantity of silver than its own work- 
men can afford to do, to undersell them, not only in the 
foreign, but even in the home market.” * 

I have elsewhere ” attempted to show that a partial degra- 
dation in the value of money, which shall affect both 
agricultural produce, and manufactured commodities, 
cannot possibly be permanent. To say that money is 
partially degraded, in this sense, is to say that all com- 
modities are at a high price; but while gold and silver are 
at liberty to make purchases in the cheapest market, they 
will be exported for the cheaper goods of other countries, 


1 (Bk, iv., ¢ Vy p. 208 a] 2 EP, 150.] 
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and the reduction of their quantity, will increase their 
value at home; commodities will regain their usual level, 
and those fitted for foreign markets will be exported, as 
before. 

A bounty, therefore, cannot, I think, be objected to on 
this ground. 

If then, a bounty raises the price of corn in comparison 
with all other things, the farmer will be benefited, and 
more land will be cultivated; but if the bounty do not 
raise the yalue of corn relatively to other things, then no 
other inconvenience will attend it, than that of paying 
the bounty; one which I neither wish to conceal nor 
underrate. 

§ 108. Dr. Smith states, that “by establishing high 
duties on the importation, and bounties on the exporta- 
tion of corn, the country gentlemen seemed to have 
imitated the conduct of the manufacturers.” ' By the 
same means, both had endeavoured to raise the value of 
their commodities, ‘They did not, perhaps, attend to 
the great and essential difference which nature has estab- 
lished between corn, and almost every other sort of goods. 
When. by either of the above means, you enable our 
manufacturers to sell their goods for somewhat a better 
price than they otherwise could get for them, you raise 
not only the nominal, but the real price of those goods. 
You increase not only the nominal, but the real profit, 
the real wealth and revenue of those manufacturers—you 
really encourage those manufactures. But when, by the 
like institutions, you raise the nominal or money price of 
corn, you do not raise its real value, you do not increase 
the real wealth of our farmers or country gentlemen, you 
do not encourage the growth of corn. The nature of 
things has stamped upon corn a real value which cannot 
be altered by merely altering its money price. Through 


1 (Bk, iv., ¢. v., p. 210.2.) 
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the world in general, that value is equal to the quantity 
of labour which it can maintain.” ! 

I have already attempted to show, that the market price 
of corn would, under an increased demand from the effects 
of a bounty, exceed its natural price, till the requisite 
additional supply was obtained, and that then it would 
again fall to its natural price. But the natural price of 
corn is not so fixed as the natural price of commodities ; 
because, with any great additional demand for corn, land 
of a worse quality must be taken into cultivation, on 
which more labour will be required to produce a given 
quantity, and the natural price of corn will be raised. By 
a continued bounty, therefore, on the exportation of corn, 
there would be created a tendency to a permanent rise in 
the price of corn, and this, as I have shown elsewhere,’ 
never fails to raise rent. Country gentlemen, then, have 
not only a temporary but a permanent interest in pro- 
hibitions of the importation of corn, and in bounties on 
its exportation; but manufacturers have no permanent 
interest in establishing high duties on the importation, 
and bounties on the exportation of commodities ; their 
interest is wholly temporary. 

A bounty on the exportation of manufactures will, un- 
doubtedly, as Dr. Smith contends, raise for a time the 
market price of manufactures, but it will not raise their 
natural price. The labour of 200 men will produce 
double the quantity of these goods that 100 could produce 
before; and, consequently, when the requisite quantity of 
capital was employed in supplying the requisite quantity 
of manufactures, they would again fall to their natural 
price, and all advantage from a high market price would 
cease. It is, then, only during the interval after the rise 
in the market price of commodities, and till the additional 


' [A paragraph is omitted, again without detriment. Bk. iv., 
¢ ¥., p 210a.] 2 [P, 286.] 
3 See Chapter on Rent [especially §§ 27-29]. 
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supply is obtained, that the manufacturers will enjoy high 
profits; for as soon as prices had subsided, their profits 
would sink to the general level. 

Instead of agreeing, therefore, with Adam Smith, that 
the country gentlemen had not so great an interest in 
prohibiting the importation of corn, as the manufasturer 
had in prohibiting the importation of manufactured goods, 
I contend, that they have a much superior interest ; for 
their advantage is permanent, while that of the manu- 
facturer is only temporary. Dr. Smith observes, that 
nature has established a great and essential difference 
between corn and other goods, but the proper inference 
from that circumstance is directly the reverse of that 
which he draws from it; for it is on account of this 
difference that rent is created, and that country gentlemen 
have an interest in the rise of the natural price of corn. 
Instead of comparing the interest of the manufacturer 
with the interest of the country gentleman, Dr. Smith 
should have compared it with the interest of the farmer, 
which is very distinct from that of his landlord. Manu- 
facturers have no interest in the rise of the natural price 
of their commodities, nor have farmers any interest in the 
rise of the natural price of corn, or other raw produce. 
though both these classes are benefited while the market 
price of their productions exceed their natural price. On 
the contrary, landlords have a most decided interest in the 
rise of the natural price of corn; for the rise of rent is the 
inevitable consequence of the difficulty of producing ray 
produce, without which its natural price could not rise 
Now, as bounties on exportation and prohibitions of the 
importation of corn increase the demand, and drive us t¢ 
the cultivation of poorer lands, they necessarily occasior 
an increased difficulty of production. 

The sole effect of high duties on the importation eithe: 
of manufactures or of corn, or of a bounty on thet 
exportation, is to divert a portion of capital to an employ 
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ment which it would not naturally seek. It causes a 
pernicious distribution of the general funds of the society 
it bribes a manufacturer to commence or continue in a 
comparatively less profitable employment. It is the worst 
species of taxation, for it does not give to the foreign 
country all that it takes away from the home country, the 
balance of loss being made up by the less advantageous 
distribution of the general capital. Thus, if the price of 
corn is in England £4 and in France £3 15s., a bounty of 
10s. will ultimately reduce it to £3 10s. in France, and 
maintain it at the same price of £4 in England. For 
every quarter exported, England pays a tax of 10s. For 
every quarter imported into France, France gains only 5s., 
so that the value of 5s. per quarter is absolutely lost to 
the world, by such a distribution of its funds as to cause 
diminished production, probably not of corn, but of some 
other object of necessity or enjoyment. 

§ 109. Mr. Buchanan appears to have seen the fallacy 
of Dr. Smith’s arguments respecting bounties, and on the 
last passage which I have quoted, very judiciously 
remarks: “In asserting that nature has stamped a real 
value on corn, which cannot be altered by merely altering 
its money price, Dr. Smith confounds its value in use with 
its value in exchange. A bushel of wheat will not feed. 
more people during scarcity than during plenty; but a 
bushel of wheat will exchange for a greater quantity of 
luxuries and conveniences when it is scarce, than when it 
is abundant; and the landed proprietors, who have a 
surplus of food. to dispose of, will, therefore, in times of 
scarcity, be richer men ; they will exchange their surplus 
for a greater value of other enjoyments, than when corn is 
in greater plenty. It is vain to argue, therefore, that if 
the bounty occasions a forced exportation of corn, it will 
not also occasion a real rise of price.” The whole of Mr. 


1 (Smith, ed. Buchanan, 1814, vol. ii., p. 287, note.] 
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Buchanan’s arguments on this part of the subject of 
bounties, appear to me to be perfectly clear and satis- 
factory. 

Mr. Buchanan, however, has not, I think, any more: 
than Dr. Smith, or the writer in the Edinburgh Review, 
correct opinions as to the influence of a rise in the price 
of labour on manufactured commodities. From his 
peculiar views, which I have elsewhere noticed,’ he thinks 
that the price of labour has no connexion with the price of 
corn, and, therefore, that the real value of corn might and 
would rise without affecting the price of labour; but if 
labour were affected, he would maintain with Adam Smith 
and the writer in the Edinburgh Review, that the price 
of manufactured commodities would also rise; and then I 
do not see how he would distinguish such a rise of corn, 
from a fall in the value of money, or how he could come 
to any other conclusion than that of Dr. Smith. In a 
note to page 276, vol. i. of the Wealth of Nations, Mr. 
Buchanan observes, ‘‘ but the price of corn does not regu- 
late the money price of all the other parts of the rude 
produce of land. It regulates the price neither of metals, 
nor of various other nseful substances, such as coals, wood, 
stones, etc.; and as it does not regulate the price of lahour, 
it does not regulate the price of manufactures; so that the 
bounty, in so far as it raises the price of corn, is un- 
doubtedly a real benefit to the farmer. It is not on this 
ground, therefore, that its policy must be argued. Its 
encouragement to agriculture, by raising the price of corn, 
must be admitted; and the question then comes to be, 
whether agriculture ought to be thus encouraged ?”—It 
is then, according to Mr. Buchanan, a real benefit to the 
farmer, because it does not raise the price of labour ; but 
if it did, it would raise the price of all things in propor- 
tion, and then it would afford no particular encouragement 
to agriculture. 

1 [8g 80, S1.] 
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It must, however, be conceded, that the tendency of a 
bounty on the exportation of any commodity is to lower in 
a small degree the value of money. Whatever facilitates 
exportation, tends to accumulate money in a country; 
and, on the contrary, whatever impedes exportation, tends 
to diminish it. The general effect of taxation, by raising 
the prices of the commodities taxed, tends to diminish 
exportation, and, therefore, to check the influx of money ; 
and on the same principle, a bounty encourages the influx 
of money. This is more fully explained in the general 
observations on taxation. 

The injurious effects of the mercantile system have been 
fully exposed by Dr. Smith ;' the whole aim of that system 
was to raise the price of commodities, in the home market, 
by prohibiting foreign competition; but this system was 
no more injurious to the agricultural classes than to any 
other part of the community. By forcing capital into 
channels where it would not otherwise flow, it diminished 
the whole amount of commodities produced.” The price, 
though permanently higher, was not sustained by scarcity, 
but by difficulty of production; and, therefore, though 
the sellers of such commodities sold them for a higher 
price, they did not sell them, after the requisite quantity of 
capital was employed in producing them, at higher profits.* 

t [Bk. iv.] 

? [Held’s criticism on the policy of the 18th century is in- 
structive. ‘‘ One cannot but admit that the custom duties imposed 
on behalf of the industries of the country assisted these industries 
at the expense of the consumers, that is, at the expense of those 
who lived by means of agriculture ; that the imposition of duties 
on wheat had a similar effect; they assisted agriculture at the 
expense of those engaged in manufacture.” He concludes by saying: 
‘Industries were assisted; but when it was seen that protection 
could no longer be given in this one-sided way, instead of de- 


ereasing the amount of protection, it was increased, and equity 
sought by countervailing assistance by injury.” Zwei Biicher, 


pp. 15, 16.] 
3M. Say supposes the advantage of the manufacturers at home 
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The manufacturers themselves, as consumers, had to pay 
an additional price for such commodities, and, therefore, it 
cannot be correctly said, that “the enhancement of price 
occasioned by both, (corporation laws and high duties on 
the importations of foreign commodities,) is every where 
finally paid by the landlords, farmers, and labourers of the 
country.” * 

Tt is the more necessary to make this remark, as in the 
present day the authority of Adam Smith is quoted by 
country gentlemen, for imposing similar high duties on 
the importation of foreign corn. Because the cost of pro- 
duction, and, therefore, the prices of various manufactured 
commodities, are raised to the consumer by one error in 
legislation, the country has been called upon, on the plea 
of justice, quietly to submit to fresh exactions. Because 
we all pay an additional price for our linen,|muslin, and 
cottons, it is thought just that we should pay also an 
additional price for our corn. Because, in the general 
distribution of the labour of the world, we have prevented 


to be more than temporary. ‘‘ A government which absolutely 
prohibits the importation of certain foreign goods, establishes a 
monopoly in favour of those who produce such commodities at 
home, against those who consume them ; in other words; those at 
home who produce them having the exclusive privilege of selling 
them, may elevate their price above the natural price; and the 
consumers at home, not being able to obtain them elsewhere, are 
obliged to purchase them at a higher price.” Vol. i., p. 201. 
[2nd edition, bk. i., ¢. xvii., pp. 200, 201.] 

But how can they permanently support the market price of 
their goods above the natural price, when every one of their 
fellow citizens is free to enter into the trade? They are guaranteed 
against foreign, but not against home competition. The real evil 
arising to the country from such monopolies, if they can be called 
by that name, lies, not in raising the market price of such goods, 
but in raising their real and natural price. By increasing the cost 
of production, a portion of the labour of the country is less pro 
ductively employed. 

1 (Bk. i, c. x., p. 54a] 
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he greatest amount of productions from being obtained, 
y our portion of that labour, in manufactured commo- 
ities, we should further punish ourselves by diminishing 
he productive powers of the general labour in the supply 
f raw produce. It would be much wiser to acknowledge 
he errors which a mistaken policy has mduced us to 
dopt, and immediately to commence a gradual recurrence 
o the sound principles of an universally free trade.' 

“T have already had occasion to remark,” observes M. 
Jay, “in speaking of what is improperly called the balance 
f trade, that if it suits a merchant better to export the 
yrecious metals to a foreign country than any other goods, 
t is also the interest of the State that he should export 
hem, because the State only gains or loses through the 
-hannel of its citizens; and in what concerns foreign trade, 
hat which best suits the individual, best suits also the 
State; therefore, by opposing obstacles to the exportation 
vhich individuals would be inclined to make of the pre- 
ious metals, nothing more is done, than to force them to 
substitute some other commodity less profitable to them- 
selves and to the State. It must, however, be remarked, 
hat I say only in what concerns foreign trade ; because the 
srofits which merchants make by their dealings with their 
,ountrymen, as well as those which are made in the exclu- 
sive commerce with the colonies, are not entirely gains for 
‘he State. In the trade between individuals of the same 
sountry, there is no other gain but the value of an utility 


1 « § freedom of trade is alone wanted to guarantee a country 
ike Britain, abounding in all the varied products of industry, in 
nerchandise suited to the wants of every society, from the possi- 
pility of a scarcity. The nations of the earth are not condemned 
0 throw the dice to determine which of them shall submit to 
‘amine. There is always abundance of food in the world. To enjoy 
1 constant plenty, we have only to lay aside our prohibitions and 
‘estrictions, and cease to counteract the benevolent wisdom of 
Providence.” Article, ‘‘Corn Laws and Trade.” Supplement to 
Eneyclopedia Britannica. 
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produced ; que la valeur d'une utilité produite.”* Vol. i. 
p. 401.2. I cannot see the distinction here made between 
the profits of the home and foreign trade. The object of 
all trade is to increase productions. If for the purchase of 
a pipe of wine, I had it in my power to export bullion, 
which was bought with the value of the produce of 100 
days’ labour, but Government, by prohibiting the exporta- 
tion of bullion, should oblige me to purchase my wine with 
a commodity bought with the value of the produce of 105 
days’ labour, the produce of five days’ labour is lost to me, 
and, through me, to the State. But if these transactions 
took place between individuals, in different provinces of 
the same country, the same advantage would accrue both 
to the individual, and, through him, to the country ; if he 
were unfettered in his choice of the commodities, with which 
he made his purchases; and the same disadvantage, if he 
were obliged by Government to purchase with the least 
beneficial commodity. If a manufacturer could work up 
with the same capital, more iron where coals are plentiful, 
than he could where coals are scarce, the country would be 
benefited by the difference. But if coals were nowhere 
plentiful, and he imported iron, and could get this addi- 
tional quantity, by the manufacture of a commodity, with 
the same capital and labour, he would in like manner 


1 Are not the following passages contradictory to the one above 
quoted ?—“ Besides, that home trade, though less noticed (because 
it is in a variety of hands), is the most considerable, it is also the 
most profitable. The commodities exchanged in that trade are 
necessarily the productions of the same country.” Vol. i., p. 84 
(Bk. i., ¢. ix.] ; 

“The English Government has not observed, that the most 
profitable sales are those which a country makes to itself, because 
they cannot take place, without two values being produced by the 
nation; the value which is sold, and the value with which the 
purchase is made.” Vol. i., p. 221. [Bk. i., ¢. xvii.] 

I shall, in the twenty-sixth chapter, examine the soundness of 
this opinion. 

2 [2nd edition, bk. i., ¢. xxii.) 
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enefit his country by the additional quantity of iron. In 
he 6th! Chap. of this work, I have endeavoured to show 
hat all trade, whether foreign or domestic, is beneficial, by 
nereasing the quantity, and not by increasing the value of 
roductions. We shall have no greater value, whether we 
arry on the most beneficial home and foreign trade, or in 
onsequence of being fettered by prohibitory laws, we are 
bliged to content ourselves with the least advantageous. 
‘he rate of profits, and the value produced, will be the 
ame. The advantage always resolves itself into that which 
{. Say appears to confine to the home trade; in both cases 
here is no other gain but that of the value of an wtilité 


roduite. 
1 [Chapter vii. ] 


CHAPTER XXIII.—ON BOUNTIES ON 
PRODUCTIONS." 


§ 110. 

it may not be uninstructive to consider, the effects of 

bounty on the production of raw produce and othe 
commodities, with a view to observe the application of th 
principles which I have been endeavouring to establisl 
with regard to the profits of stock, the division of th 
annual produce of the land and labour, and the relativ 
prices of manufactures and raw produce. In the first plac 
let us suppose that a tax was imposed on all commod 
ties, for the purpose of raising a fund to be employed b 
Government, in giving a bounty on the production of cor 
As no part of such a tax would be expended by Govert 
ment, and as all that was received from one class of th 
people would be returned to another, the nation collectivel 
would neither be richer nor poorer, from such a tax an 
bounty. It would be readily allowed, that the tax on con 
modities by which the fund was created, would raise tk 
price of the commodities taxed ; all the consumers of tho: 
commodities, therefore, would contribute towards that func 
in other words, their natural or necessary price being raise 
so would, too, their market price. But for the same reasc 
that the natural price of those commodities would be raise 
the natural price of corn would be lowered ; before tl 
bounty was paid on production, the farmers obtained | 
great a price for their corn as was necessary to repay the 


1 [Sic.] 
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heir rent and their expenses, and afford them the general 
ate of profits; after the bounty, they would receive more 
shan that rate, unless the price of corn fell by a sum at 
east equal-to the bounty. The effect then of the tax and 
oounty, would be to raise the price of commodities in a 
legree equal to the tax levied on them, and to lower the 
price of corn by a sum equal to the bounty paid. It will 
pe observed, too, that no permanent alteration could be 
made in the distribution of capital between agriculture 
ind manufactures, because as there would be no alteration, 
ither in the amount of capital or population, there would 
be precisely the same demand for bread and manufactures.’ 
The profits of the farmer would be no higher than the 
zeneral level, after the fall in the price of corn; nor would 
the profits of the manufacturer be lower after the rise of 
nanufactured goods; the bounty then would not occasion 
uny more capital to be employed on the land in the pro- 
luction of corn, nor any less in the manufacture of goods. 
But how would the interest of the landlord be affected? 
Jn the same principles that a tax on raw produce would 
ower the corn rent of land, leaving the money rent unal- 
ered, a bounty on production, which is directly the contrary 
f a tax, would raise corn rent, leaving the money rent 
inaltered.* With the same money rent the landlord would 
lave a greater price to pay for his manufactured goods, 
ind a less price for his corn; he would probably therefore 
ye neither richer nor poorer. 

§ 111. Now, whether such a measure would have any 
yperation on the wages of labour, would depend on the 
juestion, whether the labourer, in purchasing commodities, 

1 [If a bounty, however, were given on the production of a com- 
nodity which could be substituted for another commodity, but 
vhich had previously been too high in price to allow of such sub- 
titution, an alteration in the distribution of capital would be 
ffected. Furthermore it must be remarked that the demand for a 


ommodity often varies with its price. ] 
2 See p. 139. 
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would pay as much towards the tax as he would receive 
from the effects of the bounty, in the low price of his food. 
If these two quantities were equal, wages would continue 
unaltered ; but if the commodities taxed were not those 
consumed by the labourer, his wages would fall, and his 
employer would be benefited by the difference. But this 
is no real advantage to his employer; it would indeed 
operate to increase the rate of his profits, as every fall of 
wages must do; but in proportion as the labourer contri. 
buted less to the fund from which the bounty was paid, and 
which, let it be remembered, must be raised, his employet 
must contribute more; in other words, he would contribute 
as much to the tax by his expenditure, as he would receiv 
in the effects of the bounty and the higher rate of profit 
together. He obtains a higher rate of profits to requit 
him for his payment, not only for his own quota of the 
tax, but of his labourer’s also ; the remuneration which he 
receives for his labourer’s quota, appears in diminishet 
wages, or, which is the same thing, in increased profits 
the remuneration for his own appears in the diminutio 
in the price of the corn which he consumes, arising fron 
the bounty. 

§ 112. Here it will be proper to remark the differen 
effects produced on profits from an alteration in the rea 
labour, or natural, value of corn, and an alteration in th 
relative value of corn, from taxation and from bounties 
Té corn is lowered in price by an alteration in its labou 
price, not only will the rate of the profits of stock bh 
altered, but the condition of the capitalist will be im 
proved. With greater profits, he will have no more to pa 
for the objects on which those profits are expended ; whic 
does not happen, as we have just seen, when the fall: 
occasioned artificially by a bounty. In the real fall in th 
value of corn, arising from less labour being required t 
produce one of the most important objects of man’s cot 
sumption, labour is rendered more productive. With th 
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ime capital the same labour is employed, and an increase 
f productions is the result; not only then will the rate of 
rofits be increased, but the condition of him who obtains 
1em will be improved; not only will each capitalist have 
greater money revenue, if he employs the same money 
upital, but also when that money is expended, it will pro- 
ire him a greater sum of commodities; his enjoyments 
ill be augmented. In the case of the bounty, to balance 
1e advantage which he derives from the fall of one com- 
iodity, he has the disadvantage of paying a price more 
1an proportionally high for another; he receives an in- 
reased rate of profits in order to enable him to pay this 
igher price; so that his real situation, though not dete- 
orated, is in no way improved: though he gets a higher 
ute of profits, he has no greater command of the produce 
f the land and labour of the country. When the fall in 
ne value of corn is brought about by natural causes, it is 
ot counteracted by the rise of other commodities; on the 
mntrary, they fall from the raw material falling from which 
1ey are made: but when the fall in corn is occasioned by 
rtificial means, it is always counteracted by a real rise 
. the value of some other commodity, so that if corn be 
ought cheaper, other commodities are bought dearer. 
This then is a further proof, that no particular dis- 
lvantage arises from taxes on necessaries, on account of 
1eir raising wages and lowering the rate of profits. Pro- 
ts are indeed lowered, but only to the amount of the 
Jourer’s portion of the tax, which must at all events be 
uid either by his. employer or by the consumer of the 
roduce of the labourer’s work. Whether you deduct £50 
ar annum from the employer’s revenue, or add £50 to 
1e prices of the commodities which he consumes, can be 
‘no other consequence to him or to the community, than 
sit may equally affect all other classes. If it be added 
) the prices of the commodity, a miser may avoid the tax 
y not consuming ; if it be indirectly deducted from every 
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man’s revenue, he cannot avoid paying his fair proportion 
of the public burthens. 

A bounty on the production of corn then, would produce 
no real effect on the annual produce of the land and labouw 
of the country, although it would make corn relatively 
cheap, and manufactures relatively dear. 

§ 113. But suppose now that a contrary measure should 
be adopted, that a tax should be raised on corn for the 
purpose of affording a fund for a bounty on the production 
of commodities. 

In such case, it is evident that corn would be dear, and 
commodities cheap; labour would continue at the same 
price if the labourer were as much benefited by the cheap- 
ness of commodities as he was injured by the dearness of 
corn; but if he were not, wages would rise, and profits 
would fall, while money rent would continue the same as 
before; profits would fall, because, as we have just ex- 
plained, that would be the mode in which the labourer’s 
share of the tax would be paid by the employers of labour. 
By the increase of wages the labourer would be compen- 
sated for the tax which he would pay in the increased 
price of corn; by not expending any part of his wages on 
the manufactured commodities, he would receive no part 
of the bounty; the bounty would be all received by the 
employers, and the tax would be partly paid by the 
employed; a remuneration would be made to the labourers 
in the shape of wages, for this increased burden laid upon 
them, and thus the rate of profits would be reduced. In 
this case too there would be a complicated measure pro 
ducing no national result whatever. 

In considering this question, we have purposely left out 
of our consideration the effect of such a measure or 
foreign trade; we have rather been supposing the case o! 
an insulated country, having no commercial connexio1 
with other countries. We have seen that as the demanc 
of the country for corn and commodities would be thi 
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same, whatever direction the bounty might take, there 
would be no temptation to remove capital from one em- 
ployment to another: but this would no longer be the case 
f there were foreign commerce, and that commerce were 
ree. By altering the relative value of commodities and 
corn, by producing so powerful an effect on their natural 
prices, we should be applying a strong stimulus to the 
exportation of those commodities whose natural prices 
were lowered, and an equal stimulus to the importation of 
chose commodities whose natural prices were raised, and 
hus such a financial measure might entirely alter the 
vatural distribution of employments; to the advantage 
ndeed of the foreign countries, but ruinously to that in 
which so absurd a policy was adopted. 


CHAPTER XXIV.—DOCTRINE OF ADAM 
SMITH CONCERNING THE RENT 
OF LAND. 


§ 114. 

2 ear parts only of the produce of land,” says Adam 

Smith, “can commonly be brought to market, of 
which the ordinary price is sufficient to replace the stock 
which must be employed in bringing them thither, to- 
gether with its ordinary profits. If the ordinary price is 
more than this, the surplus part of it will naturally go to 
the rent of land. If it is not more, though the commodity 
can be brought to murket, it can afford no rent to the land- 
lord. Whether the price is, or is not more, depen upon 
the demand.” * 


1 (Bk. i., c. xi., p. 61 a. Ricardo has not stated in sufiicient 
detail and with sufficient generosity the opinions held by Smith 
with regard to rent. Putting aside for the time the particulai 
views which Smith was bound to maintain in consequence of his 
conception of the value of corn, we may deduce the following 
theory from this chapter. 

Rent is in proportion, not to absolute, but to relative fertility 
(73 a); the price of a commodity may be such that it can only 
afford bare wages and profits and no rent (70a). Then no rent 
will be paid, though production will continue to take place on this 
level. Should more advantageous sources be discovered, the com: 
petition of those holding and working these will prevent those 
working under less advantageous conditions from continuing their 
operations, and they will, therefore, abandon their position (73 a). 
Such advantage is conferred by fertility and situation alike (62 a). 

Rent then is the effect of price, being affected thus by changes ir 
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This passage would naturally lead the reader to conclude 
that its author could not have mistaken the nature of 
rent, and that he must have seen that the quality of land 
which the exigencies of society might require to be taken 
into cultivation, would depend on “the ordinary price of 
its produce,” whether it were “ sufficient to replace the stock, 
which must be employed in cultivating it, together with its 
ordinary profits.” j 

But he had adopted the notion that “ there were some 
parts of the produce of land for which the demand must 
always be such as to afford a greater price than what is 
sufficient to bring them to market;’’* and he considered 
food as one of those parts. 

He says, that “land, in almost any situation, produces 
u greater quantity of food than what is sufficient*to main- 
fain all the labour necessary for bringing it to market, in 
the most liberal way in. which that labour is ever main- 
fained. The surplus, too, is always more than sufficient 
(0 replace the stock which employed that labour, together 
with its profits. Something, therefore, always remains 
‘or a rent to the landlord.” ? ; 

But what proof does he give of this ?—no other than 
he assertion that “the most desert moors in ‘Norway and 
Scotland produce some sort of pasture for cattle, of which 
he milk and the increase are always more than sufficient, 


rice, and enters into it in a manner quite different from wages 
nd profits (61 b). 

But then Adam Smith, throughout his whole chapter, adverts to | 
hat primary conception of the value of corn. Corn always main- 
aining its value, on corn lands there will always bea rent, and the 
act that such a rent can always be derived from all land capable 
f producing corn will institute a certain minimum rent which will 
ways be yielded by such lands when under other cultivation, ete. 

The question as to this value of corn is really discussed previously 
yy Ricardo, § 8. But this latter remark is certainly most sugges- 
ive. It is unfortunately neglected by Ricardo. ] 

E [Bicsi., ¢ xa.5p. 61 al ? LJ6., p. 61 b.J 
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not only to maintain all the labour necessary for tending 
them, and to pay the ordinary profit to the farmer, or 
owner of the herd or flock, but to afford some small rent 
to the landlord.’”? Now of this I may be permitted to 
entertain a doubt; I believe that as yet in every country, 
from the rudest to the most refined, there.is land of such 
a quality that it cannot yield a produce more than suffi- 
ciently valuable to replace the stock employed upon it, to- 
gether with the profits ordinary and usual in that country. 
Tn America we all know that this is the case, and yet no 
one maintains that the principles which regulate rent, are 
different in that country and in Europe. But if it were 
true that England had so far advanced in cultivation, that 
at this time there were no lands remaining which did not 
afford a rent, it would be equally true, that there formerly 
must have been such lands; and that whether there be or 
not, is of no importance to this question, for it is the same 
thing if there be any capital employed in Great Britain on 
land which yields only the return of stock with its ordinary 
profits, whether it be employed on old or on new land. If 
a farmer agrees for land on a lease of seven or fourteen 
years, he may propose to employ on it a capital of £10,000, 
knowing that at the existing price of grain and raw pro- 
duce, he can replace that part of his stock which he is 
obliged to expend, pay his rent, and obtain the general 
rate of profit. He will not employ £11,000, unless the 
last £1,000 can be employed so productively as to afford 
him the usual profits of stock. In his calculation, whether 
he shall employ it or not, he considers only whether the 
price of raw produce is sufficient to replace his expenses 
and profits, for he knows that he shall have no additional 
rent to pay. Even at the expiration of his lease his rent 
will not be raised; for if his landlord should require rent, 
because this additional £1,000 was employed, he would 
withdraw it; since by employing it, he gets, by the sup. 
1 (Bk. i, c. xi., pp. 61 b, 62 a.] 
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position, only the ordinary and usual profits which he may 
obtain by any other employment of stock; and, therefore, 
he cannot afford to pay rent for it, unless the price of raw 
produce should further rise, or, which is the same thing, 
unless the usual and general rate of profits should fall. 

§ 115. If the comprehensive mind of Adam Smith had 
been directed to this fact, he would not have maintained 
that rent forms one of the component parts of the price 
of raw produce; for price is everywhere regulated by the 
return obtained by this last portion of capital, for which 
no rent whatever is paid. If he had adverted to this prin- 
ciple, he would have made no distinction between the law 
which regulates the rent of mines and the rent of land.’ 

“Whether a coal mine, for example,” he says, “can 
afford any rent, depends partly upon its fertility, and 
partly upon its situation. A mine of any kind may be 
said to be either fertile or barren, according as the quantity 
of mineral which can be brought from it by a certain 
quantity of labour, is greater or less than what can be 
brought by an equal quantity from the greater part of 
other mines of the same kind. Some coal mines, advan- 
tageously situated, cannot be wrought on account of their 
barrenness. The produce does not pay the expense. They 
can afford neither profit nor rent. There are some, of 
which the produce is barely sufficient to pay the labour, 
and replace, together with its ordinary profits, the stock 
employed in working them. They afford some profit to 
the undertaker of the work, but no rent to the landlord. 
They can be wrought advantageously by nobody but the 
landlerd, who being himself the undertaker of the work, 

1 [It is, however, very important to observe the distinction be- 
tween the rent of land and the rent of mines, a portion of the 
amount paid as rent for the latter being invariably a payment for 
the inevitable depreciation of the property. 

It can only pay the owner of the mine to work it himself at the 
ordinary rate of profit when from some individual circumstances 
he would be unable to obtain that ordinary rate elsewhere. ] 
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vets the ordinary profit of the capital which he employs in 
it. Many coal mines in Scotland are wrought in this 
manner, and can be wrought in no other. The landlord 
will allow nobody else to work them without paying some 
rent, and nobody can afford to pay any. 

“Other coal mines in the same country, sufficiently 
fertile, cannot be wrought on account of their situation. 
A quantity of mineral sufficient to defray the expense of 
working, could be brought from the mine by the ordinary, 
or even less than the ordinary, quantity of labour; but in 
an inland country, thinly inhabited, and without either 
good roads or water-carriage, this quantity could not be 
sold.” ? The whole principle of rent is here admirably and 
perspicuously explained, but every word is as applicable 
to land as it is to mines; yet he affirms that “it is other- 
wise in estates above ground. The proportion, both of 
their produce and of their rent, is in proportion to thei 
absolute, and not to their relative fertility.” But, suppose 
that there were no land which did not afford a rent; then, 
the amount of rent on the worst land would be in propor- 
tion to the excess of the value of the produce above the 
expenditure of capital and the ordinary profits of stock: 
the same principle would govern the rent of land of 
somewhat better quality, or more favourably situated, and 
therefore, the rent of this land would exceed the rent 0: 
that inferior to it, by the superior advantages which 1 
possessed; the same might be said of that of the thirc 
quality, and so on to the very best. Is it not, then, a: 
certain, that it is the relative fertility of the land, whicl 
determines the portion of the produce, which shall be paic 
for the rent of land, as it is that the relative fertility o: 
mines, determines the portion of their produce, which shal 
be paid for the rent of mines ? 


' (Bk. i, «. xi, p. 70a, andef. p. 71 a. ‘The value of a coa 
mine to the proprietor frequently depends as much upon its situa 
tion as upon its fertility,” ete. ] 
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After Adam Smith has declared that there are some 
mines which can only be worked by the owners, as they 
will afford only sufficient to defray the expense of working, 
together with the ordinary profits of the capital employed, 
we should expect that he would admit that it was these 
particular mines which regulated the price of the produce 
from all mines. If the old mines are insufficient to supply 
the quantity of coal required, the price of coal will rise, 
and will continue rising till the owner of a new and inferior 
mine finds that he can obtain the usual profits of stock by 
working his mine. If his mine. be tolerably fertile, the 
rise will not be great before it becomes his interest so to 
employ his capital; but if it be not tolerably fertile, it is 
evident that the price must continue to rise till it will 
afford him the means of paying his expenses, and obtaining 
the ordinary profits of stock. It appears, then, that it is 
always the least fertile mine which regulates the price of 
coal. Adam Smith, however, is of a different opinion: he 
observes, that “the most fertile coal mine, too, regulates 
the price of coals at all the other mines in its neighbour- 
hood. Both the proprietor and the undertaker of the 
work find, the one that he can get a greater rent, the 
other, that he can get a greater profit, by somewhat under- 
selling all their neighbours. Their neighbours are soon 
obliged to sell at the same price, though they cannot so 
well afford it, and though it always diminishes, and some- 
times takes away altogether, both their rent and their pro- 
fit. Some works are abandoned altogether; others can 
afford no rent, and can be wrought only by the pro- 
prietor.”' If the demand for coal should be diminished, 
or if by new processes the quantity should be increased, 
the price would fall, and some mines would be abandoned; 
but in every case, the price must be sufficient to pay the 
expenses and profit of that mine which is worked without 
being charged with rent. It is, therefore, the least fertile 


\ [Bk. i, &. xi, 70 b.] 
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mine which regulates price. Indeed, it is so stated in 
another place by Adam Smith himself, for he says, “The 
lowest price at which coals can be sold for any considerable 
time, is like that of all other commodities, the price which 
is barely sufficient to replace, together with its ordinary 
profits, the stock which must be employed in bringing 
them to market. At a coal mine for which the landlord 
can get no rent, but which he must either work himself, 
or let it alone all together,’ the price of coals must generally 
be nearly about this price.” * 

§ 116. But the same circumstances, namely, the abun- 
dance and consequent cheapness of coals, from whatever 
cause it may arise, which would make it necessary to 
abandon those mines on which there was no rent, or a 
very moderate one, would, if there were the same abun- 
dance, and consequent cheapness of raw produce, render it 
necessary to abandon the cultivation of those lands for 
which either no rent was paid, or a very moderate one. 
If, for example, potatoes should become the general and 
common food of the people, as rice is in some countries, 
one fourth, or one half of the land now in cultivation, 
would probably be immediately abandoned; for if, as 
Adam Smith says, “an acre of potatoes will produce six 
thousand weight of solid nourishment, three times. the 
quantity produced by the acre of wheat,’ ® there could not 


1 [all together ” here as in Ricardo’s Third Edition. In Smith, 
in some editions, ‘‘altogether.” MacCulloch renders it ‘‘all 
altogether”. ] / 

* (Bk. i, @. xi, pp. 70 b, 71 a, and cf. p. 72 b. The lowest price 
at which the precious metals can besold . . . . is regulated by the 
same principles which fix the lowest ordinary price of all other goods- 
.... It must, at least, be sufficient to replace that stock with the 
ordinary profits ; further, cf. previous note to § 114, p. 312. The 
meaning of Adam Smith’s previous assertion is best seen from a 
passage in Ricardo’s criticism on the effect of Poor Rates, chap. 
Xviii., § 91.] 

3 [Ib., p. 67 b.] 
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be for a considerable time such a multiplication of people, 
as to consume the quantity that might be raised on the 
jand before employed for the cultivation of wheat; much 
land would consequently be abandoned, and rent would 
fall; and it would not be till the population had been 
doubled or trebled, that the same quantity of land could be 
in cultivation, and the rent paid for it as high as before. 

Neither would any greater proportion of the gross pro- 
duce be paid to the landlord, whether it consisted of 
potatoes, which would feed three hundred people, or of 
wheat, which would feed only one hundred; because, 
though the expenses of production would be very much 
diminished if the labourer’s wages were chiefly regulated 
by the price of potatoes and not by the price of wheat, 
and though therefore the proportion of the whole gross 
produce, after paying the labourers would be greatly in- 
sreased, yet no part of that additional proportion would 
z0 to rent, but the whole invariably to profits,—profits 
being at all times raised as wages fall, and lowered ag 
wages rise. Whether wheat or potatoes were cultivated, 
rent would be governed by the same principle—it would 
oe always equal to the difference between the quantities of 
produce obtained with equal capitals, either on the same 
and or on land of different qualities; and, therefore, 
while lands of the same quality were cultivated, and there 
vas no alteration in their relative fertility or advantages, 
‘ent would always bear the same proportion to the gross 
produce. 

Adam Smith, however, maintains that the proportion 
which falls to the landlord would be increased by a 
liminished cost of production, and, therefore, that he 
would receive a larger share as well as a larger quantity, 
‘rom an abundant than from a scanty produce. “A rice 
ield,” he says, “ produces a much greater quantity of food 
han the most fertile corn field. Two crops in the year, 
rom thirty to sixty bushels each, are said to be the 
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ordinary produce of an acre. Though its cultivation, 
therefore, requires more labour, a much greater surplus 
remains after maintaining all that labour. ‘In those rice 
countries, therefore, where rice is the common and favourite 
vegetable food of the people, and where the cultivators 
are chiefly maintained with it, a greater share of this 
greater surplus should belong to the landlord than in corn 
countries.” * 

Mr. Buchanan also remarks, that “it is quite clear, that 
if any other produce which the land yielded more abun- 
dantly than corn, were to become the common food of the 
people, the rent of the landlord would be improved in 
proportion to its greater abundance.” * 

If potatoes were to become the common food of the 
people, there would be a long interval during which the 
landlords would suffer an enormous deduction of rent. 
They would not probably receive nearly so much of the 
sustenance of man as they now receive, while that sus- 
tenance would fall to a third of its present value. But all 
manufactured commodities, on which a part of the land- 
lord’s rent is expended, would suffer no other fall than 
that which proceeded from the fall in the raw material of 
which they were made, and which would arise only from 
the greater fertility of the land, which might then be 
devoted to its production. 

When, from the progress of population, land of the 
same quality as before should be taken into cultivation. 
the landlord would have not only the same proportion of 
the produce as before, but that proportion would also be 
of the same value as before. Rent then would be the 
same as before; profits, however, would be much higher 
because the price of food, and consequently wages, woulé 
be much lower. High profits are favourable to the accu- 
mulation of capital. The demand for labour would further 

1 (Bk. i, ¢. xi, p. 67 a, b.] 
2 (Smith, ed. Buchanan, vol. i., bk. i, ¢. xi., p. 266] 
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increase, and landlords would be permanently benefited by 
the increased demand for land. 

Indeed, the very same lands might be cultivated much 
higher, when such an abundance of food could be pro- 
duced from them, and consequently they would, in the 
progress of society, admit of much higher rents, and would 
sustain a much greater population than before. This 
could not fail to be highly beneficial to landlords, and is 
consistent with the principle which this enquiry, I think, 
will not fail to establish; that all extraordinary profits are 
in their nature but of limited duration, as the whole 
surplus produce of the soil, after deducting from it only 
such moderate profits as are sufficient to encourage accu- 
mulation, must finally rest with the landlord. 

With so low a price of labour as such an abundant 
produce would cause, not only would the lands already in 
cultivation yield a much greater quantity of produce, but 
they would admit of a great additional capital being em- 
ployed on them, and a greater value to be drawn from 
them, and, at the same time, lands of a very inferior 
quality could be cultivated with high profits, to the great 
advantage of landlords, as well as to the whole class of 
consumers. The machine which produced the most im- 
portant article of consumption would be improved, and 
would be well paid for according as its services were de- 
manded. All the advantages would, in the first instance, 
be enjoyed by labourers, capitalists, and consumers; but 
with the progress of population, they would be gradually 
transferred to the proprietors of the soil. 

§ 117. Independently of these improvements, in which 
the community have an immediate, and the landlords a 
remote interest, the interest of the landlord is always 
opposed to that of the consumer and manufacturer. Corn 
can be permanently at an advanced price, only because 
additional labour is necessary to produce 1t; because its 
cost of production is increased. The same cause invariably 

vi 
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raises rent,! it is therefore for the interest of the landlord 
that the cost attending the production of corn should be 
increased. This, however, is not the interest of the con- 
sumer; to him it is desirable that corn should be low 
relatively to money and commodities, for it is always with 
commodities or money that corn is purchased. Neither is 
it the interest of the manufacturer that corn should be ai 
a high price, for the high price of corn will occasion high 
wages, but will not raise the price of his commodity. No 
only, then, must more of his commodity, or, which come: 
to the same thing, the value of more of his commodity, be 
given in exchange for the corn which he himself consumes 
but more must be given, or the value of more, for wages 
to his workmen, for which he will receive no remuneration 
All classes, therefore, except the landlords, will be injurec 
by the increase in the price of corn. The dealings betwee1 
the landlord and the public are not like dealings in trade 
whereby both the seller and buyer may equally be said t 
gain, but the loss is wholly on one side, and the gail 
wholly on the other ; and if corn could by importation b 
procured cheaper, the loss in consequence of not importing 
is far greater on one side, than the gain is on the other. 

Adam Smith never makes any distinction between a loy 
value of money, and a high value of corn, and therefor 
infers, that the interest of the landlord is not opposed t 
that of the rest of the community. In the first case 
money is low relatively to all commodities; in the other 
corn is high relatively to all. In the first, corn and com 
modities continue at the same relative values; in th 
second, corn is higher relatively to commodities as well a 
money. 

The following observation of Adam Smith is applicable t 
alow? value of money, but it is totally inapplicable to a high 

1 [It will invariably raise money rents, but see Appendix B.] 


2 Misplacement of epithets. Read “high value of money, 
“low value of corn.’’] 
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value of corn. “If importation (of corn) was at all 
times free, our farmers and country gentlemen would 
probably, one year with another, get less money for their 
corn than they do at present, when importation is at most 
times in effect prohibited ; but the money which they got 
would be of more value, would buy more goods of all other 
kinds, and would employ more labour. Their real wealth, 
their real revenue, therefore, would be the same as at 
present, though it might be expressed by a smaller quan- 
tity of silver; and they would neither be disabled nor 
discouraged from cultivating corn as much as they do at 
present. On the contrary, as the rise in the real value of 
silver, in consequence of lowering the money price of corn, 
lowers somewhat the money price of all other commodi- 
ties, it gives the industry of the country where it takes 
place, some advantage in all foreign markets, and thereby 
tends to encourage and increase that industry. But the 
extent of the home market for corn, must be in proportion © 
to the general industry of the country where it grows, or 
to the number of those who produce something else, to 
sive in exchange for corn. But in every country the home 
market, as it is the nearest and most convenient, so is it 
likewise the greatest and most important market for corn. 
That rise in the real value of silver, therefore, which is 
the effect of lowering the average money price of corn, 
tends to enlarge the greatest and most important market 
for corn, and thereby to encourage, instead of discouraging, 
its growth.” * 

A high or low money price of corn, arising from the 
abundance and cheapness of gold and silver, is of no im- 
portance to the landlord, as every sort of produce would 
be equally affected, just as Adam Smith describes; but a 
relatively high price of corn is at all times greatly bene- 
ficial to the landlord ; for first, it gives him a greater 


1 [Bk, iv., c. v., p. 219a; cf. bk. iv., c ii, p. 187 a.] 


324 POLITICAL ECONOMY. [CHAP. XXIV 


quantity of corn for his rent; and, secondly, for ever: 
equal measure of corn he will have a command, no 
only over a greater quantity of money, but over a greate 
quantity of every commodity which money can purchase. 


CHAPTER XXV.—ON COLONIAL TRADE. 


§ 118. 

os SMITH, in his observations on colonial trade, 

has shown, most satisfactorily, the advantages of a 
ree trade, and the injustice suffered by colonies, in being 
revented by their mother countries, from selling their 
roduce at the dearest market, and buying their manu- 
uctures and stores at the cheapest. He has shown, that 
y permitting every country freely to exchange the pro- 
uce of its industry when and where it pleases, the best 
istribution of the labour of the world will be effected, and 
1e greatest abundance of the necessaries and enjoyments 
: human life will be secured. 
He has attempted also to show, that this freedom of 
mmerce, which undoubtedly promotes the interest of 
1e whole, promotes also that of each particular country ; 
id that the narrow policy adopted in the countries of 
urope respecting their colonies, is not less injurious to 
ie mother countries themselves, than to the colonies 
hose interests are sacrificed. 
“The monopoly of the colony trade,” he says, “like all 
ie other mean and malignant expedients of the mercan- 
le system, depresses the industry of all other countries, 
it chiefly that of the colonies, without, in the least, in- 
easing, but, on the contrary, diminishing, that of the 
untry in whose favour it is established.” ! 
This part of his subject, however, is not treated in so 


1 (Bk, iv., e. vii, p. 252 a] 
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clear and convincing a manner as that in which he show: 
the injustice of this system towards the colony. 

§ 119. It may, I think, be doubted whether a mothe: 
country may not sometimes be benefited by the restraint 
to which she subjects her colonial possessions. Who cai 
doubt, for example, that if England were the colony o 
France, the latter country would be benefited by a heavy, 
bounty paid by England on the exportation of corn, cloth 
or any other commodities? In examining the question 0 
bounties, on the supposition of corn being at £4 pe 
quarter in this country, we saw, that with a bounty o 
10s. per quarter, on exportation in England, corn woul 
have been reduced to £3 10s. in France. Now, if cor 
had previously been at £3 15s. per quarter in France 
the French consumers would have been benefited by 5: 
per quarter on all imported corn; if the natural price o 
corn in France were before £4, they would have gaine 
the whole bounty of 10s. per quarter. France woul 
thus be benefited by the loss sustained by England: sh 
would not gain a part only of what England lost, but th 
whole. 

It may, however, be said, that a bounty on exportatio 
is a measure of internal policy, and could not easily k 
imposed by the mother country. 

Tf it would suit the interests of Jamaica and Hollan 
to make an exchange of the commodities which the 
respectively produce, without the intervention of Englan 
it is quite certain, that by their being prevented from s 
doing, the interests of Holland and Jamaica would sufte 
but if Jamaica is obliged to send her goods to Englan 
and there exchange them for Dutch goods, an Englis 
capital, or English agency, will be employed in a trade 
which it would not otherwise be engaged. It is allure 
thither by a bounty, not paid by England, but by Hollai 
and Jamaica. 

That the loss. sustained, through a disadvantageor 
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distribution of labour in two countries, may be beneficial 
to one of them, while the other is made to suffer more 
than the loss actually belonging to such a distribution, 
has been stated by Adam Smith himself; which, if true, 
will at once prove that a measure, which may be greatly 
hurtful to a colony, may be partially beneficial to the 
mother country. 

Speaking of treaties of commerce, he says, “When a 
nation binds itself by treaty, either to permit the entry of 
certain goods from one foreign country which it prohibits 
from all others, or to exempt the goods of one country 
from duties to which it subjects those of all others, the 
country, or at least the merchants and manufacturers of 
the country, whose commerce is so favoured, must neces- 
sarily derive great advantage from the treaty. Those 
merchants and manufacturers enjoy a sort of monopoly in 
the country, which is so indulgent to them. That country 
becomes a market, both more extensive and more advan- 
ageous for their goods; more extensive, because the 
soods of other nations, being either excluded or subjected 
(0 heavier duties, it takes off a greater quantity of them; 
nore advantageous, because the merchants of the favoured 
country, enjoying a sort of monopoly there, will often sell 
heir goods for a better price than if exposed to the free 
ompetition of all other nations.” 

Let the two nations, between which the commercial 
reaty is made, be the mother country and her colony, and 
Adam Smith, it is evident, admits, that a mother country 
nay be benefited by oppressing her colony. It may, how- 
ver, be again remarked, that unless the monopoly of the 
oreign market be in the hands of an exclusive company, 
10 more will be paid for commodities by foreign pur- 
hhasers than by home purchasers; the price which they 
vill both pay will not differ greatly from their natural 


' (Bk. iv., ¢. vi., p. 222 b.] 
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price in the country where they are produced. England, 
for example, will, under ordinary circumstances, always 
be able to buy French goods, at the natural price of those 
goods in France, and France would have an equal privi- 
lege of buying English goods at their natural price in 
England. But at these prices, goods would be bought 
without a treaty. Of what advantage or disadvantage 
then is the treaty to either party? 

The disadvantage of the treaty to the importing country 
would be this: it would bind her to purchase a commodity, 
from England for example, at the natural price of that 
commodity in England, when she might perhaps have 
bought it at the much lower natural price of some other 
country. It occasions then a disadvantageous distribution 
of the general capital, which falls chiefly on the country 
bound by its treaty to buy in the least productive market ; 
but it gives no advantage to the seller on account of any 
supposed monopoly, for he is prevented by the competi- 
tion of his own countrymen from selling his goods above 
their natural price; at which he would sell them, whether 
he exported them to France, Spain, or the West Indies, or 
sold them for home consumption. 

In what then does the advantage of the stipulation in 
the treaty consist ? It consists in this: these particular 
goods could not have been made in England for exporta- 
tion, but for the privilege which she alone had of serv- 
ing this particular market; for the competition of that 
country, where the natural price was lower, would have 
deprived her of all chance of selling those commodities. 

§ 120. This, however, would have been of little im- 
portance, if England were quite secure that she could sell 
to the same amount any other goods which she might 
fabricate, either in the French market, or with equal 
advantage in any other, The object which England has 
in view, is, for example, to buy a quantity of French 
wines of the value of £5,000—she desires then to sell 
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goods somewhere by which she may get £5,000 for this 
purpose. If France gives her a monopoly of the cloth 
market, she will readily export cloth for this purpose; 
lbut if the trade is free, the competition of other countries 
may prevent the natural price of cloth in England from 
being sufficiently low to enable her to get £5,000 by the 
sale of cloth, and to obtain the usual profits by such an 
employment of her stock, The industry of England must 
be employed, then, on some other commodity; but there 
may be none of her productions which, at the existing 
value of money, she can afford to sell at the natural price 
of other countries. What is the consequence? The wine 
drinkers of England are still willing to give £5,000 for 
their wine, and consequently £5,000 in money is exported 
to France for that purpose. By this exportation of money 
its value is raised in England, and lowered in other 
countries ; and with it the natural price of all commodi- 
ties produced by British industry is also lowered. The 
advance in the value of money is the same thing as the 
decline in the price of commodities. To obtain £5,000, 
British commodities may now be exported; for at their 
reduced natural price they may now enter into competi- 
tion with the goods of other countries. More goods are 
sold, however, at the low prices to obtain the £5,000 
required, which, when obtained, will not procure the same 
juantity of wine; because, whilst the diminution of 
money in England has lowered the natural price of goods 
there, the increase of money in France has raised the 
matural price of goods and wine in France. Less wine, 
hen, will be imported into England, in exchange for its 
ommodities, when the trade is perfectly free, than when 
he is peculiarly favoured by commercial treaties. The 
ate of profits, however, will not have varied; money will 
1ave altered in relative value in the two countries, and the 
\dvantage gained by France will be the obtaining a greater 
juantity of English, in exchange for a given quantity of 
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French, goods, while the loss sustained by England will 
consist in obtaining a smaller quantity of French goods im 
exchange for a given quantity of those of England. 

Foreign trade, then, whether fettered, encouraged, om 
free, will always continue, whatever may be the compara- 
tive difficulty of production in different countries; but ii 
can only be regulated by altering the natural price, no’ 
the natural value, at which commodities can be producec 
in those countries, and that is effected by altering the dis: 
tribution of the precious metals. This explanation con 
firms the opinion which I have elsewhere given, that thers 
is not a tax, a bounty, or a prohibition, on the importation 
or exportation of commodities, which does not occasion ¢ 
different distribution of the precious metals, and whicl 
does not, therefore, every where alter both the natural an¢ 
the market price of commodities. 

It is evident, then, that the trade with a colony may b 
so regulated, that it shall at the same time be less beneficia 
to the colony, and more beneficial to the mother country 
than a perfectly free trade. As it is disadvantageous to : 
single consumer to be restricted in his dealings to on 
particular shop, so is it disadvantageous for a nation 0 
consumers to be obliged to purchase of one particula 
country. If the shop or the country afforded the good 
required the cheapest, they would be secure of sellin 
them without any such exclusive privilege; and if the 
did not sell cheaper, the general interest would requit 
that they should not be encouraged to continue a trad 
which they could not carry on at an equal advantage wit 
others. The shop, or the selling country, might lose b 
the change of employments, but the general benefit - 
never so fully secured, as by the most productive distribt 
tion of the general capital; that is to say, by an universal. 
free trade. 

An increase in the cost of production of a commodit 
if it be an article of the first necessity, will not necessarl 
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diminish its consumption ; for although the general power 
of the purchasers to consume, is diminished by the rise of 
any one commodity, yet they may relinquish the consump- 
tion of some other commodity whose cost of production 
has not risen. In that case, the quantity supplied and 
the quantity demanded, will be the same as before; the 
cost of production only will have increased, and yet the 
price will rise, and must rise, to place the profits of the 
producer of the enhanced commodity on a level with the 
profits derived from other trades. 

M. Say* acknowledges that the cost of production is the 
foundation of price, and yet in various parts of his book he 
maintains that price is regulated by the proportion which 
demand bears to supply. The real and ultimate regulator 
of the relative value of any two commodities, is the cost of 
their production, and not the respective quantities which 
may be produced, nor the competition amongst the pur- 
chasers. 

§ 121. According to Adam Smith, the colony trade, by 
being one in which British capital only can be employed, 
has raised the rate of profits of all other trades; and as, 
in his opinion, high profits, as well as high wages, raise 
the. prices of commodities, the monopoly of the colony 
trade has been, he thinks, injurious to the mother country; 
as it has diminished her power of selling manufactured 
commodities as cheap as other countries. He says, that 
“tm consequence of the monopoly, the increase of the 
colony trade has not so much occasioned an addition to 
the trade which Great Britain had before, as a total change 
in its direction. Secondly, this monopoly has necessarily 
contributed to keep up the rate of profit in all the different 
branches of British trade, higher than it naturally would 
have been, had all nations been allowed a free trade to the 
British colonies.”* ‘But whatever raises in any country 


1 [See quotations, p. 374, ete.] ? (Bk. iv., ¢. vii., p. 246 b.] 
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the ordinary rate of profit higher than it otherwise would 
be, necessarily subjects that country both to an absolute, 
and to a relative disadvantage in every branch of trade of 
which she has not the monopoly. It subjects her to an 
absolute disadvantage, because in such branches of trade, 
her merchants cannot get this greater profit without selling 
dearer than they otherwise would do, both the goods of 
foreign countries which they import into thei own, and 
the goods of their own country which they export to foreign 
countries. Their own country must both buy dearer and 
sell dearer; must both buy less and sell less; must 
both enjoy less and produce less than she otherwise 
would do.” * 

“Our merchants frequently complain of the high wages 
of British labour as the cause of their manufactures being 
undersold in foreign markets; but they are silent about 
the high profits of stock. They complain of the extravagant 
gain of other people, but they say nothing of their own. 
The high profits of British stock, however, may contribute 
towards raising the price of British manufacture in many 
cases as much, and in some perhaps more, than the high 
wages of British labour.” ” 

I allow that the monopoly of the colony trade will 
change, and often prejudicially, the direction of capital; 
but from what I have already said on the subject of pro- 
fits, it will be seen that any change from one foreign trade 
to another, or from home to foreign trade, cannot, in my 
opinion, affect the rate of profits.’ The injury suffered 
will be what I have just described; there will be a worse 
distribution of the general capital and industry, and 
therefore, less will be produced. The natural price of 
commodities will be raised, and, therefore, though the 
consumer will be able to purchase to the same money value 
he will obtain a less quantity of commodities. It will be 

1 (Bk. iv., c. vii, p. 246 b.] 2 TBk. iv., c. vii., p. 247 a.J 

5 [Cf. § 83, note, p. 211.] 
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seen too, that if it even had the effect of raising profits, it 
would not occasion the least alteration in prices ; prices 
being regulated neither by wages nor profits. 

And does not Adam Smith agree in this opinion, when 
he says, that “the prices of commodities, or the value of 
gold and silver as compared with commodities, depends 
upon the proportion between the quantity of labowr which 
is necessary in order to bring a certain quantity of gold 
and silver to market, and that which is necessary to bring 
thither a certain quantity of any other sort of goods?” 
That quantity will not be affected, whether profits be high 
or low, or wages low or high. How then can prices be 
raised by high profits? 


CHAPTER XXVI.—ON GROSS AND NET 
REVENUE." 


§ 122. 
Aves SMITH constantly magnifies the advantages 
which a country derives from a large gross, rathe: 
than a large net income. ‘In proportion as a greatel 
share of the capital of a country is employed in agricul 


1 [This chapter is directed to the criticism of Adam Smith. Bk 
ii, c. v., “On the Employment of Capital.” It isa little doubtfu 
whether Ricardo himself realised the peculiar nature of the mistak: 
into which Adam Smith fell. The latter, dividing industries int 
four classes, according as they might be extractive, manufacturing 
carrying, retail, saw that these expended their capital (p. 149) in 
ever diminishing amount in the actual employment of labour, ii 
ever increasing amount in buying what was to them thé raw pro 
duce. What he failed to see was, that each successive party in th 
progress was making an advance of capital in order to allow hi 
predecessor to withdraw his capital from the commodity, before i 
could be sold to the consumer, in order to employ it again in th 
further employment of labour. The new capital renders this ney 
employment possible, and so in a certain sense employs labou1 
He did not see that delay was one of the necessities of the case 
and that capital was needed to meet such delay. Professo 
Nicholson (‘‘ Wealth of Nations,” ed. Nicholson. Introduction 
p. 22) urges that Adam Smith was endeavouring to illustrat 
the advantage of bringing the producer nearer the consumer. N 
doubt there is such an advantage, if it can be effected with 
out inconvenience ; but we might just as well speak of the adyan 
tage of persuading the consumer to eat his food uncooked and t 
wear his wools and cottons unmanufactured. Of course, anythin; 
that renders delay or distance unnecessary is beneficial, but onlyi 
it achieve its object without inconvenience. 

This position Ricardo does not definitely attack, though he doe 
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ure,” he says, “the greater will be the quantity of pro- 
luctive labour which it puts into motion within the 
country ; as will likewise be the value which its employ- 
nent adds to the annual produce of the land and labour 
f the society. After agriculture, the capital employed in 
nanufactures puts into motion the greatest quantity of 
roductive labour, and adds the greatest value to the 
innual produce. That which is employed in the trade of 
xportation has the least effect of any of the three.” ? 


ot grant it, as we see from his own words. He merely denies the 
elevancy of the argument so far as the tax-fund or power of the 
ation is concerned. 

It is very different when we come to Adam Smith’s particular 
osition with regard to the superior advantages of agriculture. 
‘hese are separate and distinct from those mentioned above. But 
b is, I think, entirely incorrect to suppose (Nicholson. Intro., 
. 22) that Ricardo agreed with Adam Smith. The latter regarded 
apital when applied in agriculture as particularly productive be- 
ause, beside setting in motion an additional amount of labour, 
b brought into action the powers of natures, which produced 
heir share. This he considers shown by the payment of rent. 
n reality, he means that capital and labour applied to agri- 
ulture produces more ‘“‘riches” than in any other case. But 
‘icardo means something quite distinct whem he writes as he does 
t beginning of § 123, ‘‘ Although I admit,” etc, He is most 
areful to state that it is only when employed on any but the land 
ust cultivated that an equal amount of capital puts in motion a 
reater amount of labour than when employed in manufacture. 
n such cases it does so because it is exercised under conditions 
hen a smaller quantity of labour and capital produces an amount 
qual to that produced by a larger quantity under less favourable 
ireumstances. The two produces, as he says (§ 115), must be ex- 
hanged for other commodities according to the returns obtained 
nder less favourable conditions. In manufacture the forces of 
ature, he assumes, are however unmonopolized, and equally open 
) all manufacturers ($27). Thus the total labour called into action 
ill be greater. Unlike Adam Smith he strictly distinguishes 
etween ‘‘ value” and ‘‘riches.”] 

1 M. Say is of the same opinion with Adam Smith: ‘The most 
roductive employment of capital, for the country in general, after 
1at on the land, is that of manufactures and of home trade; be 
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Granting, for a moment, that this were true; wha 
would be the advantage resulting to a country from th 
employment of a great quantity of productive labour, if 
whether it employed that quantity or a smaller, its ne 
rent and profits together would be the same. The whol 
produce of the land and labour of every country is divide 
into three portions: of these, one portion is devoted t 
wages, another to profits, and the other to rent. It is fron 
the two last portions only, that any deductions can b 
made for taxes, or for savings; the former, if moderate 
constituting always the necessary expenses of production 
To an individual with a capital of £20,000, whose profit 
were £2,000 per annum, it would be a matter quite indi 
ferent whether his capital would employ a hundred or 
thousand men, whether the commodity produced, sold fe 
£10,000, or for £20,000, provided, in all cases, his profit 
were not diminished below £2,000. Is not the real interes 
of the nation similar? Provided its net real income, if 
rent and profits be the same, it is of no importance whethe 
she nation consists of ten or of twelve millions of inhab 
4ants. Its power of supporting fleets and armies, and a 
species of unproductive labour, must be in proportion 4 
its net, and not in proportion to its gross income. If fiv 
millions of men could produce as much food and clothir 


cause it puts in activity an industry of which the profits are gain 
in the country, while those capitals which are employed in foreig 
commerce, make the industry and lands of all countries to be pr 
ductive, without distinction. 

“The employment of capital the least favourable to a nation, | 
that of carrying the produce of one foreign country to another 
Say, vol. ii., p. 120. [Bk. ii, ¢. viii. 2nd ed., pp. 120, 121.] 

1 Perhaps this is expressed too strongly, as more is general) 
allotted to the labourer under the name of wages, than the abs 
lutely necessary expenses of production. In that case a part 
the net produce of the country is received by the labourer, ail 
may be saved or expended by him ; or it may enable him to co 
tribute to the defence of the country. 
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48 was necessary for ten millions, food and clothing for 
five millions would be the net revenue. Would it be of 
any advantage to the country, that to produce this same 
net revenue, seven millions of men should be required, 
hat is to say, that seven millions should be employed to 
sroduce food and clothing sufficient for twelve millions ? 
[he food and clothing of five millions would be still the 
let revenue. The employing a greater number of men 
vould enable us neither to add a man to our army and 
avy, nor to contribute one guinea more in taxes. 

It is not on the grounds of any supposed advantage 
ecruing from a large population, or of the happiness that 
aay be enjoyed by a greater number of human beings, that 
.\dam Smith supports the preference of that employment 
f capital, which gives motion to the greatest quantity of 
adustry, but expressly on the ground of its increasing the 
ower of the country,’ for he says, that “the riches, and, 
> far as power depends upon riches, the power of every 
ountry must always be in proportion to the value of its 
nnual produce, the fund from which all taxes must ulti- 
lately be paid.” * It must however be obvious, that the 
ower of paying taxes, is in proportion to the net, and not 
1 proportion to the gross, revenue. 

§ 123. In the distribution of employments amongst all 
untries, the capital of poorer nations will be naturally 
nployed in those pursuits, wherein a great quantity of 
bour is supported at home, because in such countries the 
od and necessaries for an increasing population can be 
ost easily procured. In rich countries, on the contrary, 


* M. Say has totally misunderstood me in supposing that I have 

nsidered as nothing, the happiness of so many human beings. 1 

ink the text sufficiently shows that I was confining my remarks 
the particular grounds on which Adam Smith had rested it. 

f. note to page 222, vol. ii.; cf. French translation (1819) of 

eardo’s ‘“ Principles.”] 

ei Bk. ii., c v., p. 158/a.] 
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where food is dear, capital will naturally flow, when trade 
is free, into those occupations wherein the least quantity 
of labour is required to be maintained at home: such as 
the carrying trade, the distant foreign trade, and trades 
where expensive machinery is required; to trades where 
profits are in proportion to the capital, and not in pro- 
portion to the quantity of labour employed.’ 

Although I admit, that from the nature of rent, a giver 
capital employed in agriculture, on any but the land las’ 
cultivated, puts in motion a greater quantity of labou' 
than an equal capital employed in manufactures and trade 
yet I cannot admit that there is any difference in th 
quantity of labour employed by a capital engaged in th 
home trade, and an equal capital engaged in the foreig: 
trade.” 

“The capital which sends Scots’ manufactures to Londo 
and brings back English corn and manufactures to Edir 
burgh,” says Adam Smith, “ necessarily replaces, by ever 
such operation, two British capitals which had both bee 
employed in the agriculture or manufactures of Gree 
Britain. ; 

“The capital employed in purchasing foreign goods f 
home consumption, when this purchase is made with tl 
produce of domestic industry, replaces, too, by every suc 
operation, two distinct capitals ; but one of them only 
employed in supporting domestic industry. The capit 


1 «Jt is fortunate that the natural course of things dra’ 
capital, not to those employments where the greatest profits ¢ 
made, but to those where the operation is most profitable to t 
community.”—Vol. ii. p. 122. [Bk. ii. c. vili.] M. Say has not te 
us what those employments are, which, while they are the mi 
profitable to the individual, are not the most profitable to the Sta 
If countries with limited capitals, but with abundance of fert 
land, do not early engage in foreign trade, the reason is, becat 
it is less profitable to individuals, and therefore also less profita 
to the State. 

2 (Cf. § 122, note, and § 45.] 3 [Better reading “‘ Scotch.’ 
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which sends British goods to Portugal, and brings back 
Portuguese goods to Great Britain, replaces, by every such 
yperation, only one British capital, the other is a Por- 
uguese one. Though the returns, therefore, of the foreign 
rade of consumption should be as quick as the home 
rade, the capital employed in it will give but one half the 
ncouragement to the industry or productive labour of the 
ountry.” ? 

This argument appears to me to be fallacious; for 
hough two capitals, one Portuguese and one English, be 
mployed, as Dr. Smith supposes, still a capital will be 
mployed in the foreign trade, double of what would be 
mployed in the home trade. Suppose that Scotland 
mploys a capital of a thousand pounds in making linen, 
rhich she exchanges for the produce of a similar capital 
mployed in making silks in England, two thousand pounds, 
nd a proportional quantity of labour will be employed 
y the two countries. Suppose now, that England dis- 
overs that she can import more linen from Germany, 
or the silks which she before exported to Scotland, and 
hat Scotland discovers that she can obtain more silks 
rom France in return for her linen, than she before 
btained from England,—will not England and Scotland 
umediately cease trading with each other, and will not 
he home trade of consumption be changed for a foreign 
ade of consumption? But although two additional capi- 
ils will enter into this trade, the capital of Germany and 
aat of France, will not the same amount of Scotch and of 
inglish capital continue to be employed, and will it not 
ive motion to the same quantity of industry as when it 
as engaged in the home trade? 


) [BK ii.,.¢..v., p. 151 b.] 


CHAPTER XXVII\ON CURRENCY AND 
BANKS.! 


§ 124. 
S° much has already been written on currency, that o 
those who give their attention to such subjects, non 
but the prejudiced are ignorant of its true principles 
I shall, therefore, take only a brief survey of some of th 
general laws which regulate its quantity and value. 

Gold and silver, like all other commodities, are valuabl 
only in proportion to the quantity of labour necessary t 
produce them, and bring them to market. Gold is abou 
fifteen times dearer than silver, not because there is 
greater demand for it, nor because the supply of silver 
fifteen times greater than that of gold, but solely becaus 
fifteen times the quantity of labour is necessary to procul 
a given quantity of it. 

The quantity of money that can be employed in a counts 
must depend on its value: if gold alone were employe 
for the circulation of commodities, a quantity would | 
required, one fifteenth only of what would be necessary 
silver * were made use of for the same purpose. 


1 [It is impossible to enter into the discussion of Ricardo’s mon 
tary theories. In the short epitome given in this chapter he direc 
the attention of the reader to their chief considerations. 

a: The quantitative theory of money. 

b. The advantages of paper currency, and of unlimited issue 
convertible paper. 

ce. The increased variability of a bimetallic standard. ] 

? [a.e. alone. ] 
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A circulation can never be so abundant as to overflow ; 
for by diminishing its value, in the same proportion you 
will increase its quantity, and by increasing its value, 
diminish its quantity. 

While the State coins money, and charges no seignorage, 
money will be of the same value as any other piece of the 
same metal of equal weight and fineness; but if the State 
charges a seignorage for coinage, the coined piece of money 
will generally exceed the value of the uncoined piece of 
metal by the whole seignorage charged, because it will 
require a greater quantity of labour, or, which is the same 
thing, the value of the produce of a greater quantity of 
labour to procure it. 

While the State alone coins, there can be no limit to this 
sharge of seignorage ; for by limiting the quantity of coin, 
t can be raised to any conceivable value. 

§ 125. It is on this principle that paper money circu- 
ates : the whole charge for paper money may be considered 
is seignorage. Though it has no intrinsic value, yet, by 
imiting its quantity, its value in exchange is as great as 
in equal denomination of coin, or of bullion in that coin. 
In the same principle, too, namely, by a limitation of its 
juantity, a debased coin would circulate at the value it 
hould bear, if it were of the legal weight and fineness, and 
lot at the value of the quantity of metal which it actu- 
ily contained. In the history of the British coinage, we 
ind, accordingly, that the currency was never depreciated 
n the same proportion that it was debased; the reason of 
vhich was, that it never was increased in quantity, m pro- 
ortion to its diminished intrinsic value.’ 

There is no point more important in issuing paper money, 
han to be fully impressed with the effects which follow 
rom the principle of limitation of quantity. It will 


‘Whatever I say of gold coin, is equally applicable to silver 
oin ; but it is not necessary to mention both on every occasion. 
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searcely be believed fifty years hence, that Bank directors 
and ministers gravely contended in our times, both in par: 
liament, and before committees of parliament, that th¢ 
issues of notes by the Bank of Hngland, unchecked by any 
power in the holders of such notes, to demand in exchang 
either specie, or bullion, had not, nor could have any effec! 
on the prices of commodities, bullion, or foreign exchanges 

After the establishment of Banks, the State has not the 
sole power of coining or issuing money. ‘The curreney may 
as offectually be increased by paper as by coin; so that i 
a State were to debase its money, and limit its quantity, i 
could not support its value, because the Banks wouk 
have an equal power of adding to the whole quantity o 
circulation, 

On these principles, it will be seen that it is not neces 
sary that paper money should be payable in specie t 
secure its value; it is only necessary that its quantit; 
should be regulated according to the value of the meta 
which is declared to be the standard. Tf the standar 
wore gold of a given weight and fineness, paper might b 
increased with every fall in the value of gold, or, which i 
the same thing in its effects, with every rise in the price o 
poods, 

§ 126. “ By issuing too great a quantity of paper,” say 
Dr. Smith, “ of which the excess was continually returning 
in order to be exchanged for gold and silver, the Bank ¢ 
Kngland was, for many years together, obliged to coin gol 
to the extent of between eight hundred thousand pound 
and a million a year, or atan average, about eight hundre 
and fifty thousand pounds. For this great coinage, th 
Bank, in consequence of the worn and degraded stat 
into which the gold coin had fallen a few years ago, wa 
frequently obliged to purchase bullion, aii the high price ¢ 
four pounds an ounce, which soon after issued in coin @ 
£3 178, 104d. an ounce, losing in this manner between tw 
and a half and three per cent, upon the coinage of so ver 
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large a sum. Though the Bank, therefore, paid no seignor- 
age, though the Government was properly at the expense 
of the coinage, this liberality of Government did not pre- 
vent altogether the expense of the Bank.” ! 

On the principle above stated, it appears to me most 
clear, that by not re-issuing the paper thus brought in, 
the value of the whole currency, of the degraded as well 
as the new gold coin, would have been raised, when all 
demands on the Bank would have ceased. 

Mr. Buchanan, however, is not of this opinion, for he 
says, “that the great expense to which the Bank was at 
this time exposed, was occasioned, not, as Dr. Smith seems 
io imagine, by any imprudent issue of paper, but by the 
lebased state of the currency, and the consequent high 
price of bullion. The Bank, it will be observed, haying no 
ther way of procuring guineas but by sending bullion to 
he Mint to be coined, was always forced to issue new 
voined guineas in exchange for its returned notes; and 
vhen the currency was generally deficient in weight, and 
he price of bullion high in proportion, it became profitable 
0 draw these heavy guineas from the Bank in exchange 
‘or its paper; to convert them into bullion, and to sell 
hem with a profit for Bank paper, to be again returned 
© the Bank for a new supply of guineas, which were again 
nelted and sold. To this drain of specie, the Bank must 
ways be exposed while the currency is deficient in weight, 
8 both an easy and a certain profit then arises from the 
onstant interchange of paper for specie. It may be re- 
narked, however, that to whatever inconvenience and 
xpense the Bank was then exposed by the drain of its 
pecie, it never was imagined necessary to rescind the 
bligation to pay money for its notes.” ? 

Mr. Buchanan evidently thinks that the whole currency 
oust, necessarily, be brought down to the level of the 

Pi BK ai jes disip. 1238\a.) 
* (Smith, ed. Buchanan, 1814, Vol. i, p- 477, note. ] 
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value of the debased pieces; but, surely, by a diminutior 
of the quantity of the currency, the whole that remains car 
be elevated to the value of the best pieces. 

Dr. Smith appears to have forgotten his own principle 
in his argument on colony currency. Instead of ascribing 
the depreciation of that paper to its too great abundance 
he asks whether, allowing the colony security to be per. 
fectly good, a hundred pounds, payable fifteen years hence 
would be equally valuable with a hundred pounds to he 
paid immediately ?! I answer yes, if it be not too abun. 
dant. 

§ 127. Experience, however, shows, that neither a State 
nor a Bank ever have had the unrestricted power of issuing 
paper money, without abusing that power: in all States 
therefore, the issue of paper money ought to be unde 
some check and control; and none seems so proper for thai 
purpose, as that of subjecting the issuers of paper money 
to the obligation of paying their notes, either in gold coix 
or bullion. 

[ To secure the public* against any other variations in 
the value of currency than those to which the standaré 
itself is subject, and, at the same time, to carry on the 
circulation with a medium the least expensive, is to attain 
the most perfect state to which a currency can be brought 
and we should possess all these advantages by subjecting 
the Bank to the delivery of uncoined gold or silver at the 
Mint standard and price, in exchange for their notes, in. 
stead of the delivery of guineas; by which means paper 
would never fall below the value of bullion, without being 
followed by a reduction of its quantity. To prevent the 
rise of paper above the value of bullion, the Bank should 


1 (Bk. ii., ¢; i, p. 184 a, b.J 

? This, and the following paragraphs, to the close of the bracket, 
p- 349, is extracted from a Pamphlet entitled ‘* Proposals for an 
Economical and Secure Currency,” published by the author in the 
year 1816. 
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be also obliged to give their paper in exchange for standard 
gold at the price of £3 17s. per ounce. Not to give too 
much trouble to the Bank, the quantity of gold to be 
demanded in exchange for paper at the Mint price of 
£3 17s. 103d., or the quantity to be sold to the Bank at 
£3 17s., should never be less than twenty ounces. In other 
words, the Bank should be obliged to purchase any quan- 
tity of gold that was offered them, not less than twenty 
ounces, at £3 17s.' per ounce, and to sell any quantity that 
might be demanded at £3 17s. 103d. While they have 
the power of regulating the quantity of their paper, there 
is no possible inconvenience that could result to them from 
such a regulation. 

“The most perfect liberty should be given at the same 
time to export or import every description of bullion. These 
transactions in bullion would be very few in number, if 
the Bank regulated their loans and issues of paper by the 
criterion which I have so often mentioned, namely, the 
price of standard bullion, without attending to the absolute 
quantity of paper in circulation. 

“The object which I have in view would be ina great 
measure attained, if the Bank were obliged to deliver un- 
coined bullion, in exchange for their notes, at the Mint 
price and standard; though they were not under the 
necessity of purchasing any quantity of bullion offered 
them at the prices to be fixed, particularly if the Mint were 
fo continue open to the public for the coinage of money : 
for that regulation is merely suggested, to prevent the 
value of money from varying from the value of bullion 

‘ The price of £3 17s. here mentioned, is, of course, an arbitrary 
price. There might be good reason, perhaps, for fixing it either a 
ittle above, or a little below. In naming £3 17s. I wish only to 
lucidate the principle. The price ought to be so fixed as to make 
t the interest of the seller of gold rather to sell it to the Bank, 
than to carry it to the Mint to be coined. 


The same remark applies to the specified quantity of twenty 
munces. There might be good reason for making it ten or thirty. 
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more than the trifling difference between the prices ai 
which the Bank should buy and sell, and which would be 
an approximation to that uniformity in its value, which i: 
acknowledged to be so desirable. 

“Tf the Bank capriciously limited the quantity of theii 
paper, they would raise its value; and gold might appea: 
to fall below the limits at which I propose the Bank should 
purchase. Gold, in that case, might be carried to the Mint 
and the money returned from thence, being added to th 
circulation, would have the effect of lowering its value, anc 
making it again conform to the standard; but it woul 
neither be done so safely, so economically, nor so expedi 
tiously, as by the means which I have proposed; agains 
which the Bank can have no objection to offer, as it is fo 
their interest to furnish the circulation with paper, rathe 
than oblige others to furnish it with coin. 

“Under such a system, and with a currency so regulated 
the Bank would never be lable to any embarrassment 
whatever, excepting on those extraordinary occasions, whe! 
a general panic seizes the country, and when every one i 
desirous of possessing the precious metals as the mos 
convenient mode of realizing or concealing his property 
Against such panics, Banks have no security, on any system 
from their very nature they are subject to them, as at n 
time can there be in a Bank, or in a country, so muc 
specie or bullion as the monied individuals of such countr 
have a right to demand. Should every man withdraw hi 
balance from his banker on the same day, many times th 
quantity of Bank notes now in circulation would be insuff 
cient to answer such a demand. A panic of this kind we 
the cause of the crisis in 1797; and not, as has been suj 
posed, the large advances which the Bank had then mad 
to Government.! Neither the Bank nor Government we 

1 [Though this is true, there is little doubt that the large a 


vances made to the Government by the Bank had tended to i 
considerable embarrassment. The crisis was brought about by tl 
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at that time to blame; it was the contagion of the un- 
founded fears of the timid part of the community, which 
occasioned the run on the Bank, and it would equally have 
taken place if they had not made any advances to Govern- 
ment, and had possessed twice their present capital. If 
the Bank had continued paying, in cash, probably the 
panic would have subsided before their com had been 
exhausted. 

“With the known opinion of the Bank directors, as to 
the rule for issuing paper money, they may be said to have 
exercised their powers without any great indiscretion. It 
is evident that they have followed their own principle with 
extreme caution. In the present state of the law, they have 
the power, without any control whatever, of increasing or 
reducing the circulation in any degree they may think 
proper: a power which should neither be intrusted to the 
State itself, nor to any body in it; as there can be no 
security for the uniformity in the value of the curreney, 
when its augmentation or diminution depends solely on 
the will of the issuers. That the Bank have the power of 
reducing the circulation to the very narrowest limits will 
not be denied, even by those who agree in opinion with 
the directors, that they have not the power of addin:; 
indefinitely to its quantity. Though I am fully assured, 
that it is both against the interest and the wish of the 
Bank to exercise this power to the detriment of the public, 
yet, when I contemplate the evil consequences which might 
ensue from a sudden and great reduction of the circulation, 
as well as from a great addition to it, I cannot but depre- 


general feeling of insecurity brought about by the French advance 
and the rumours of its possible consequence. In view of a still 
further run, in addition to that which they had experienced, the 
directors, February 26th, 1797, obtained permission to abstain from 
payment of their notes in cash. On Saturday, 25th, they had only 
£1,272,000 in coin and bullion to meet their liabilities. Ricardo 
was probably mistaken as to what might have happened had they 
continued to pay in cash.] 
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cate the facility with which the State has armed the Ban: 
with so formidable a prerogative, 

“The inconvenience to which country banks were suk 
jected before the restriction on cash payments, must, a 
times, have been very great. At all periods of alarm, o 
of expected alarm, they must have been under the necessit: 
of providing themselves with guineas, that they might b 
prepared for every exigency which might occur. Guineas 
on these occasions, were obtained at the Bank in exchang 
for the larger notes, and were conveyed by some confiden 
tial agent, at expense and risk, to the country bank. Afte 
performing the offices to which they were destined, the 
found their way again to London, and in all probabilit 
were again lodged in the Bank, provided they had no 
suffered such a loss of weight, as to reduce them below th 
legal standard. 

“Tf the plan now proposed, of paying Bank notes ii 
bullion, be adopted, it would be necessary either to exten 
the same privilege to country banks, or to make Ban 
notes a legal tender, in which latter case, there woul 
be no alteration in the law respecting country banks 
as they would be required, precisely as they now are, t 
pay their notes, when demanded, in Bank of Englan 
notes. 

“The saving which would take place, from not submittin 
the guineas to the loss of weight, from the friction whic 
they must undergo in their repeated journeys, as well a 
of the expenses of conveyance, would be considerable ; bu 
by far the greatest advantage would result from the per 
manent supply of the country, as well as of the Londo 
circulation, as far as the smaller payments are concerned 
being provided in the very cheap medium, paper, instea 
of the very valuable medium, gold; thereby enabling th 
country to. derive all the profit which may be obtained b 
the productive employment of a capital to that amount 
We should surely not be justified im rejecting so decided 


SHAP, XXVII.] ON CURRENCY AND BANKS. 349 


oenefit, unless some specific inconvenience could be pointed 
jut as likely to follow from adopting the cheaper me- 
lium.” ] 

A currency is in its most perfect state when it consists 
wholly of paper money, but of paper money of an equal 
value with the gold which it professes to represent. The 
use.of paper instead of gold, substitutes the cheapest in 
place of the most expensive medium, and enables the 
sountry, without loss to any individual, to exchange all 
the gold which it before used for this purpose, for raw 
materials, utensils, and food; by the use of which, both its 
wealth and its enjoyments are increased. 

§ 128. In a national point of view, it is of no im- 
portance whether the issuers of this well regulated paper 
money be the Government or a Bank, it will, on the 
whole, be equally productive of riches, whether it be 
issued by one or by the other; but it is not so with 
respect to the interest of individuals. In a country where 
the market rate of interest is 7 per cent., and where the 
State requires for a particular expense £70,000 per 
annum, it is a question of importance to the individuals 
of that country, whether they must be taxed to pay this 
£70,000 per annum, or whether they could raise it without 
taxes. Suppose that a million of money should be required 
to fit out an expedition. If the State issued a million 
of paper, and displaced a million of coin, the expedition 
would be fitted out without any charge to the people; but 
if a Bank issued a million of paper, and lent it to Govern- 
ment at 7 per cent., thereby displacing a million of coin, 
the country would be charged with a continual tax of 
£70,000 per annum: the people would pay the tax, the 
Bank would receive it, and the society would in either case 
be as wealthy as before; the expedition would have been 
really fitted out by the improvement of our system, by 
rendering capital of the value of a million productive 
in the form of commodities, instead of letting it remain 
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unproductive in the form of coin; but the advantag 
would always be in favour of the issuers of paper; and ¢ 
the State represents the people, the people would hay 
saved the tax, if they, and not the Bank, had issued th: 
million. 

I have already observed, that if there were perfec 
security that the power of issuing paper money would no 
be abused, it would be of no importance with respect t 
the riches of the country collectively, by whom it wa 
issued ; and I have now shown that the public would hay 
a direct interest that the issuers should be the State, an 
not a company of merchants or bankers. The danger 
however, is, that this power would be more likely to b 
abused, if in the hands of Government, than if in th 
hands of a banking company. A company would, it i 
said, be more under the control of law, and although i 
might be their interest to extend their issues beyond th 
bounds of discretion, they would be limited and checke 
by the power which individuals would have of calling fo 
bullion or specie. It is argued that the same check woul 
not be long respected, if Government had the privilege o 
issuing money; that they would be too apt to conside 
present convenience, rather than future security, anc 
might, therefore, on the alleged grounds of expediency 
be too much inclined to remove the checks, by which th 
amount of their issues was controlled. 

Under an arbitrary Government, this objection wouk 
have great force; but, in a free country, with an en 
lightened legislature, the power of issuing paper money 
under the requisite checks of convertibility at the will o 
the holder, might be safely lodged in the hands of com 
missioners appointed for that special purpose, and they 
might be made totally independent of the control o 
ministers. . 

The sinking fund is managed by commissioners, respon 
sible only to parliament, and the investment of the money 
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sntrusted to their charge, proceeds with the utmost regu- 
larity ; what reason can there be to doubt that the issues 
of paper money might be regulated with equal fidelity, if 
placed under similar management ? 

§ 129. It may be said, that although the advantage 
accruing to the State, and, therefore, to the public, from 
issuing paper money, is sufficiently manifest, as it would 
exchange a portion of the national debt, on which interest 
is paid by the public, into a debt bearing no interest; yet 
it would be disadvantageous to commerce, as it would 
preclude the merchants from borrowing money, and 
getting their bills djscounted, the method in which Bank 
paper is partly issued. 

This, however, is to suppose that money could not be 
borrowed, if the Bank did not lend it, and that the market 
rate of interest and profit depends on the amount of the 
issues of money, and on the channel through which it is 
issued. But as a country would have no deficiency of 
cloth, of wine, or any other commodity, if they had the 
means of paying for it, in the same manner neither would 
there be any deficiency of money to be lent, if the bor- 
rowers offered good security, and were willing to pay the 
market rate of interest for it. 

In another part of this work, I have endeavoured to 
show, that the real value of a commodity is regulated, not 
by the accidental advantages which may be enjoyed by 
some of its producers, but by the real difficulties en- 
countered by that producer who is least favoured. It is 
so with respect to the interest for money; it is not 
regulated by the rate at which the Bank will lend, whether 
it be 5, 4, or 3 per cent., but by the rate of profits which 
can be made by the employment of capital, and which is 
totally independent of the quantity, or of the value of 
money. Whether a Bank lent one million, ten million, 
or a hundred millions, they would not permanently alter 
the market rate of interest; they would alter only the 
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value of the money which they thus issued. In one cas: 
10 or 20 times more money might be required to carry o 
the same business, than what might be required in tk 
other. The applications to the Bank for money, the 
depend on the comparison between the rate of profits tha 
may be made by the employment of it, and the rate a 
which they are willing to lend it. If they charge les 
than the market rate of interest, there is no amount c 
money which they might not lend,—if they charge mor 
than that rate, none but spendthrifts and prodigals woul 
be found to borrow of them. We accordingly find, tha 
when the market rate of interest exceeds the rate of 5 pe 
cent. at which the Bank uniformly lend, the discount offic 
is besieged with applicants for money; and, on the con 
trary, when the market rate is even temporarily unde 
5 per cent., the clerks of that office have no employment. 

The reason, then, why for the last twenty years, th 
Bank is said to have given so much aid to commerce, b 
assisting the merchants with money, is, because they have 
during that whole period, lent money below the marke 
rate of interest; below that rate at which the merchant 
could have borrowed elsewhere; but, I confess, that to m 
this seems rather an objection to their establishment, tha: 
an argument in favour of it. 

What should we say of an establishment which shoul 
regularly supply half the clothiers with wool under th 
market price? Of what benefit would it be to the com 
munity ? It would not extend our trade, because the woo 
would equally have been bought if they had charged th 
market price for it. It would not lower the price of clot! 
to the consumer, because the price, as I have said before 
would be regulated by the cost of its production to thos 
who were the least favoured. Its sole effect, then, wouk 
be, to swell the profits of a part of the clothiers beyon 
the general and common rate of profits. The establish 
ment would be deprived of its fair profits, and anothe 
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rt of the community would be in the same degree 
nefited. Now this is precisely the effect of our banking 
iablishments; a rate of interest is fixed by the law 
low that at which it can be borrowed in the market, 
d at this rate the Bank are required to lend, or not to 
1d at all. From the nature of their establishment, they 
ve large funds which they can only dispose of in this 
y; and a part of the traders of the country are unfairly, 
d for the country, unprofitably benefited, by being 
abled to supply themselves with an instrument of trade, 
a less charge than those who must be influenced only 
1 market price. 
The whole business, which the whole community can 
‘ry on, depends on the quantity of its capital, that is, of 
raw material, machinery, food, vessels, etc., employed 
production. After a well regulated paper money is 
ablished, these can neither be increased nor diminished 
the operations of banking. If, then, the State were to 
ue the paper money of the country, although it should 
ver discount a bill, or lend one shilling to the public, 
are would be no alteration in the amount of trade; for 
should have the same quantity of raw materials, of 
whinery, food, and ships; and it is probable, too, that 
2 same amount of money might be lent, not always at 
ver cent. indeed, a rate fixed by law, when that might 
under the market rate, but at 6, 7, or 8 per cent., the 
ult of the fair competition in the market between the 
ders and the borrowers. 
Adam Smith speaks of the advantages derived by 
rchants from the superiority of the Scotch mode of © 
ording accommodation to trade, over the English mode, 
means of cash accounts.? These cash accounts are 
dits given by the Scotch banker to his customers, in 
dition to the bills which he discounts for them ; but, as 


(McCulloch inserts ‘‘a.”] ? [Bk. ii., ¢. ii., pp. 120 b—122 a.] 
AA 
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the banker, in proportion as he advances money, : 
sends it into circulation in one way, is debarred fi 
issuing so much in the other, it is difficult to perceive 
what the advantage consists. If the whole circulat 
will bear only one million of paper, one million only ~ 
be circulated; and it can be of no real importance eit 
to the banker or merchant, whether the whole be issue 
discounting bills, or a part be so issued, and the remain 
be issued by means of these cash accounts." 

§ 130. It may perhaps be necessary to say a few w« 
on the subject of the two metals, gold and silver, wl 
are employed in currency, particularly as this ques 
appears to perplex, in many people’s minds, the plain 
simple principles of currency. “In England,” says 
Smith, “ gold was not considered as a legal tender f 
long time after it was coined into money. The propor 
between the values of gold and silver money was not f 
by any public law or proclamation, but was left tc 
settled by the market. If a debtor offered paymen 
gold, the creditor might either reject such payment ¢ 
gether, or accept of it at such a valuation of the gol 
he and his debtor could agree upon.” ” 

In this state of things it is evident that a guinea m 
sometimes pass for 22s. or more, and sometimes for 
or less, depending entirely on the alteration in the rel 
market value of gold and silver. All the variations, 
in the value of gold, as well as in the value of si 
would be rated in the gold coin,—it would appear | 


1 [In theory Ricardo is right; but the applicability of 
theory to practice rests on the suppositions that the mobil 
capital is complete, and that under the English system smal 
rising manufacturers can obtain credit as easily under the Ex 
as under the Scotch system. This was in all probability n 
case. Still less could it be so after the change suggeste 
Ricardo, and practically carried into effect, so far as bank 
concerned, by the Act of 1844.] 

2[Bk.i c¢. v., p. 16 b.] 
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ilver was invariable, and as if gold only was subject to 
ise and fall. Thus, although a guinea passed for 22s. 
ustead of 18s., gold might not have varied in value; the 
ariation might have been wholly confined to the silver, 
nd therefore 22s. might have been of no more value than 
8s. were before. And, on the contrary, the whole varia- 
ion might have been in the gold: a guinea, which was 
forth 18s., might have risen to the value of 22s. 

If now we suppose this silver currency to be debased 
y clipping, and also increased in quantity, a guinea 
ught pass for 30s.; for the silver in 30s. of such debased 
1oney might be of no more value than the gold in one 
uinea. By restoring the silver currency to its Mint 
alue, silver money would rise: but it would appear as if 
old fell, for a guinea would probably be of no more value 
han 21 of such good shillings. 

If now gold be also made a legal tender, and every 
ebtor be at liberty to discharge a debt by the payment of 
20 shillings, or twenty guineas for every £21 that he 
wes, he will pay in one or the other according as he can 
lost cheaply discharge his debt. If with five quarters of 
heat he can procure as much gold bullion as the Mint 
ill coin into twenty guineas, and for the same wheat as 
uch silver bullion as the Mint will coin for him into 430 
uillings, he will prefer paying in silver, because he would be 
gainer of ten shillings by so paying his debt. But if, on 
ve contrary, he could obtain with his wheat as much 
1d as would be coined into twenty guineas and a half, 
id as much silver only as would coin into 420 shillings 
2 would naturally prefer paying his debt in gold. If the 
antity of gold which he could procure could be coined 
ily into twenty guineas, and the quantity of silver into 420 
illings, it would bea matter of perfect indifference to him 
. which money, silver or gold, it was that he paid his debt. 
; is not then a matter of chance; it is not because gold is 
atter fitted for carrymg on the circulation of a rich 
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country, that gold is ever preferred for the purpose of pay 
ing debts; but, simply, because it is the interest of tl 
debtor so to pay them. 

During a long period previous to 1797, the year of tl 
restriction on the Bank payments in coin, gold was : 
cheap, compared with silver, that it suited the Bank \ 
England, and all other debtors, to purchase gold in tl 
market, and not silver, for the purpose of carrying it ~ 
the Mint to be coined, as they could in that coed met 
more cheaply discharge their debts. The silver curren 
was, during a great part of this period, very much debasec 
but it existed in a degree of scarcity, and, therefore, « 
the principle which I have before explained, it never su 
in its current value. Though so debased, it was still t 
interest of debtors to pay in the gold coin. If, indeed, t 
quantity of this debased silver com had been enormous 
great, or if the Mint had issued such debased pieces, 
might have been the interest of debtors to pay in tl 
debased money; but its quantity was limited, and it st 
tained its value, and, therefore, gold was in practice t 
real standard of currency. 

That it was so, is no where denied; but it has been cc 
tended, that it was made so by the law, which declar 
that silver should not be a legal tender for any de 
exceeding £25, unless by weight, according to the M: 
standard.! 

But this law did not prevent any debtor from payi 
his debt, however large its amount, in silver currer 
fresh from the Mint; that the debtor did not pay 
this metal, was not a matter of chance, nor a matter 
compulsion, but wholly the effect of choice; it did not s 
him to take silver to the Mint, it did suit him to take g 
thither. It is probable, that if the quantity of this deba: 
silver in: circulation had been enormously great, and a 
a legal tender, that a guinea would have been again wo: 

1 [Until 56 Geo. III., c. 68.] 
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birty shillings; but it would have been the debased shil- 
ng that would have fallen in value, and not the guinea 
hat had risen. 

It appears, then, that whilst each of the two metals was 
qually a legal tender for debts of any amount, we were 
abject to a constant change in the principal standard 
reasure of value. It would sometimes be gold, sometimes 
ver, depending entirely on the variations in the relative 
alue of the two metals; and at such times the metal, 
Thich was not the standard, would be melted, and with- 
rawn from circulation, as its value would be greater in 
ullion than in coin. This was an inconvenience, which it 
‘as highly desirable should be remedied; but so slow is 
he progress of improvement, that although it had been 
nanswerably demonstrated by Mr. Locke,’ and had been 
oticed by all writers on the subject of money since his 
ay, a better system was never adopted till the session of 
arliament, 1816, when it was enacted that gold only 
hould be a legal tender for any sum exceeding forty 
hillings, 

Dr. Smith does not appear to have been quite aware 
f the effect of employing two metals as currency, and both 
legal tender for debts of any amount; for he says, that 
in reality, during the continuance of any one regulated 
roportion between the respective values of the different 
ietals in coin, the value of the most precious metal regu- 
ites the value of the whole coin.” * Because gold was 


1 [** Some Considerations of the Consequences of the lowering of 
nterest and raising the Value of Money,” 2nd. edition, 1696. See 
specially conclusion, on p. 171: ‘‘I will confidently affirm, that it is 
1e interest of every country that all the current money of it should 
e of one and the same metal ; that the several species should be all 
f the same alloy, and none of a baser mixture; and that the stan- 
ard once thus settled, should be inviolably and immutably kept 
) perpetuity.” Cf. ‘‘ Further Considerations concerning raising the 
‘alue of Money,” p. 20, etc. ] 

? (Bk. i, c. v., p. 17 a, b. This of course is the contrary to 


358 POLITICAL ECONOMY. [CHAP. XXV 


in his day the medium in which it suited debtors to p: 
their debts, he thought that it had some inherent quali 
by which it did then, and always would regulate the val 
of silver coin. 

On the reformation of the gold coin in 1774, a né 
guinea fresh from the Mint, would exchange for on 
twenty-one debased shillings; but in the reign of Kn 
William, when the silver coin was in precisely the sar 
condition, a guinea also new and fresh from the Mi 
would exchange for thirty shillings. On this Mr. Buchan: 
observes, “ Here, then, is a most singular fact, of which t 
common theories of currency offer no account; the guim 
exchanging at one time for thirty shillings, its intrine 
worth in a debased silver currency, and afterwards t. 
same guinea exchanged for only twenty-one of tho 
debased shillings. It is clear that some great change mu 
have intervened in the state of the currency between the 
two different periods, of which Dr. Smith’s hypo 
offers no explanation.” * 

It appears to me, that the difficulty may be very simp 
solved, by referring this different state of the value of t! 
guinea at the two periods mentioned, to the differe 
quantities of debased silver currency in circulation. - 
King William’s reign gold was not a legal tender; it pass 
only at a conventional value. All the large paymen 
were probably made in silver, particularly as paper cu 
rency, and the operations of banking, were then litt 
understood. The quantity of this debased silver mon 
exceeded the quantity of silver money, which would ha 
been maintained in circulation, if nothing but undebas 
money had been in use; and, consequently, it was depr 
ciated as well as debased. But in the succeeding peri 
when gold was a legal tender, when Bank notes also we 
fact. The true view was established by Sir Thomas Gresham. ( 


Locke, ‘“‘Some Considerations, ’ ete., as above, pp. 165, 166.] 
1 (Smith, ed. Buchanan, 1814, vol. i., p. 64, note. ] 
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sed in effecting payments, the quantity of debased silver 
loney did not exceed the quantity of silver coin fresh 
om the Mint, which would have circulated if there had 
een no debased silver money; hence, though the money 
as debased, it was not depreciated. Mr. Buchanan’s 
cplanation is somewhat different; he thinks that a sub- 
diary currency is not liable to depreciation, but that the 
lain currency is. In King William’s reign silver was the 
lain currency, and hence was liable to depreciation. In 
774 it was a subsidiary currency, and, therefore, main- 
tined its value. Depreciation, however, does not depend 
n a currency being the subsidiary or the main currency, it 
epends wholly on its beg in excess of quantity.’ 


1 Tt has lately been contended in parliament by Lord Lauder- 
ale, that, with the existing Mint regulation, the Bank could not 
ay their notes in specie, because the relative value of the two 
\etals is such, that it would be for the interest of all debtors to 
ay their debts with silver and not with gold coin, while the law 
ives a power to dll the creditors of the Bank to demand gold 
1 exchange for Bank notes. This gold, his Lordship thinks, 
ould be profitably exported, and if so, he contends that the Bank, 
> keep a supply, will be obliged to buy gold constantly at a pre- 
yium, and sell it at par. If every other debtor could pay in silver, 
ord Lauderdale would be right ; but he cannot do so if his debt 
xceed 40s. [56 Geo. III., c. 68.] This, then, would limit the 
mount of silver coin in circulation; (if Government had not re- 
erved to itself the power to stop the coinage of that metal when- 
ver they might think it expedient, ) because if too much silver were 
oined, it would sink in relative value to gold, and no man would 
ecept it in payment for a debt exceeding 40 shillings, unless a com- 
ensation were made for its lower value. To pay a debt of £100, one 
undred sovereigns, or Bank notes to the amount of £100 would 
we necessary, but £105 in silver coin might be required, if there 
vere too much silver in circulation. There are, then, two checks 
ainst an excessive quantity of silver coin: first, the direct 
heck which Government may at any time interpose to prevent 
nore from being coined ; secondly, no motive of interest would 
ead any one to take silver to the Mint, if he might do so, for if 
t were coined, it would not pass current at its Mint, but only at 
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To a moderate seignorage on the coinage of mon 
there cannot be much objection, particularly on that ev 
rency which is to effect the smaller payments. Money 
generally enhanced in value to the full amount of t) 
seignorage, and, therefore, it is a tax which in no ws 
effects those who pay it, while the quantity of money 
not in excess. It must, however, be remarked, that ini 
country where a paper currency is established, althoug 
the issuers of such paper should be liable to pay it in spec 
on the demand of the holder, still, both their notes ar 
the coin might be depreciated to the full amount of th 
seignorage on that coin, which is alone the legal tende 
before the check, which limits the circulation of pape 
would operate. If the seignorage of gold coin were 5 pe 
cent. for instance, the currency, by an abundant issue « 
Bank notes, might be really depreciated 5 per cent. befor 
it would be the interest of the holders to demand coin f¢ 
the purpose of melting it into bullion; a depreciation t 
which we should never be exposed, if either there wa 
no seignorage on the gold coin; or, if a seignorage wer 
allowed, the holders of Bank notes might demand bullior 
and not coin, in exchange for them, at the Mint price o 
£3 17s. 103d. Unless, then, the Bank should be oblige: 
to pay their notes in bullion or coin, at the will of th 
holder, the late law which allows a seignorage of 6 pe 
cent., or four-pence per oz., on the silver coin, but whic. 
directs that gold shall be coined by the Mint without an’ 
charge whatever, is perhaps the most proper, as it wil 
most effectually prevent any unnecessary variation of the 
currency. 


its market value, [See Protest by Lord Lauderdale, Hansard 
27 May, 1818.] 


CHAPTER XXVIII. ON THE COMPARATIVE 
VALUE OF GOLD, CORN, AND LABOUR, 
IN RICH AND POOR COUNTRIES. 


§ 181. 
c tifa and silver, like all other commodities,” says 
Adam Smith, “naturally seek the market where 
the best price is given for them; and the best price is 
commonly given for every thing in the country which can 
best afford it. Labour, it must be remembered, is the 
ultimate price which is paid for every thing; and in 


1 [This chapter consists of somewhat desultory criticisms on 
Smith. (Bk. i, ec. xi, pt. iii.) Unfortunately Ricardo has not 
taken into account the whole of the chapter, but has instead 
directed his criticism against certain isolated passages. Smith’s 
aim is simple. He was examining into the different ratios in 
which necessaries and superfluities would exchange in various con- 
ditions of wealth. In the whole progress of improvement the value 
of the latter should continually rise when compared with the 
former, for the wants betokened by these will be satisfied with ever 
increasing ease. Corn he regards then as the chief necessary. 
To prove his point he enters on the investigation contained in the 
Digression concerning the variations in the value of silver. In this 
he quotes statistics to show that during the years before the great 
silver discoveries the price of corn fell steadily ; that such would 
naturally take place, results, as he says, from the gradually in- 
creasing use of silver, both for purposes of circulation and orna- 
ment. Corn, that is, forms a diminishing part of the total value 
in the country. But he admits that in cities and countries, as 
Holland and Genoa, unable to produce their own food, there may 
be an apparent departure from this rule by reason of the cost of 
carriage, etc., which brings about a real dearness of corn. He did 
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countries where labour is equally well rewarded, the money 
price of labour will be in proportion to that of the sub. 
sistence of the labourer. But gold and silver will naturally 
exchange for a greater quantity of subsistence in a rich 
than in a poor country; in a country which abounds with 
subsistence, than in one which is but indifferently supplied 
with it.” ? : 

But corn is a commodity, as well as gold, silver, and 
other things; if all commodities, therefore, have a high 
exchangeable value in a rich country, corn must not be 
excepted; * and hence we might correctly say, that corn 
exchanged for a great deal of money, because it was dear, 
and that money, too, exchanged for a great deal of corn, 
because that also was dear; which is to assert that corn is 
dear and cheap at the same time. No point in political 
economy can be better established, than that a rich country 
is prevented from increasing in population, in the same 
ratio as a poor country, by the progressive difficulty of 
providing food. That difficulty must necessarily raise the 
relative price of food, and give encouragement to its im- 
portation. How then can money, or gold and silver, ex- 
change for more corn in rich, than in poor countries? It 
is only in rich countries, where corn is dear, that land- 
holders induce the legislature to prohibit the importation 


not however take into consideration the action of the law of 
diminishing return. 

This main argument, distinguishing as it does between the re- 
lation of primary and secondary commodities, Ricardo pays no 
attention to. He attacks isolated sentences often through a mis- 
conception as to their meaning. He does not admit what is 
apparent throughout Smith’s argument, the definition of a rich 
country as a country in which subsistence is plentiful. ] 

' (Bk. ii., c. xi, p. 80 a.] 

* [This is a misinterpretation of Smith’s language. The “every 
thing” and “it” refer to the particular commodity which the 
country can best afford, and must not be construed in a general 
sense. ] 
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of corn.! Who ever heard of a law to prevent the impor- 
tation of raw produce in America or Poland ?—Nature has 
effectually precluded its importation by the comparative 
facility of its production in those countries. 

How, then, can it be true, that “if you except corn, and 
such other vegetables, as are raised altogether by human 
industry, all other sorts of rude produce—cattle, poultry, 
game of all kinds, the useful fossils and minerals of the 
earth, etc., naturally grow dearer as the society advances.” * 
Why should corn and vegetables alone be excepted? Dr. 
Smith’s error throughout his whole work, lies in supposing 
that the value of corn is constant; that though the value 
of all other things may, the value of corn never can be 
raised. Corn, according to him, is always of the same 
value because it will always feed the same number of 
people.’ In the same manner it might be said, that cloth 
is always of the same value, because it will always make 
the same number of coats. What can value have to do 
with the power of feeding and clothing ? 

§ 132. Corn, like every other commodity, has in every 


1 [This criticism arises through a misconception of Smith’s mean- 
ing. Smith looks at money, or rather gold and silver, as super- 
fluities, and inquires whether such will exchange for a large share 
of subsistence in rich or poor countries. ] 

2 (Bk. i, ¢. xi., p. 91b. Cf. other passages in same chapter, as, 
€.g., p. 78 b: ‘Corn, it has been said, being a sort of manufacture, 
was, in those rude ages, much dearer in proportion than the greater 
part of other commodities ; it is meant, I suppose, than the greater 
part of unmanufactured commodities, such as cattle, poultry, game 
of all kinds, ete.”] 

8 [Smith’s language is no doubt ambiguous. He regards these 
other food commodities as articles presented to the people, and 
hardly as the result of labour. They are, he says, therefore of very 
jow value in early times. while corn is of very high value; but as 
time goes on, and as they cannot be easily increased in quantity 
to meet the augmented demand, their value will rise. Therefore, 
he contends, that they are in a position different from that in which 
corn stands. } 
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country its natural price, viz., that price which is necessary 
to its production, and without which it could not be culti- 
vated: it is this price which governs its market price, and 
which determines the expediency of exporting it to foreigr 
countries. If the importation of corn were prohibited in 
England, its natural price might rise to £6 per quarter ix 
England, whilst it was only at half that price in France 
If at this time, the prohibition of importation were re- 
moved, corn would fall in the English market, not to a 
price between £6 and £3, but ultimately and permanently 
to the natural price of France, the price at which it could 
be furnished to the English market, and afford the usua! 
and ordinary profits of stock in France; and it would re. 
main at this price, whether England consumed a hundred 
thousand, or a million of quarters. If the demand o! 
England were for the latter quantity, it is probable that 
owing to the necessity under which France would be, 0: 
having recourse to land of a worse quality, to furnish thi: 
large supply, the natural price would rise in Fratice; an¢ 
this would of course affect also the price of corn in Eng. 
land. All that I contend for is, that it is the natural price 
of commodities in the exporting country, which ultimately 
regulates the prices at which they shall be sold, if they 
are not the objects of monopoly, in the importing 
country. 

But Dr. Smith, who has so ably supported the doctrine 
of the natural price of commodities ultimately regulating 
their market price, has supposed a case in which he think: 
that the market price would not be regulated either by the 
natural price of the exporting or of the importing country 
“Diminish the real opulence either of Holland, or the 
territory of Genoa,” he says, “while the number of thei 
inhabitants remains the same; diminish their power of 
supplying themselves from distant countries, and the price 
of corn, instead of sinking with that diminution in the 
quantity of their silver which must necessarily accompany 
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this declension, either as its cause or as its effect, will rise 
to the price of a famine.” * 

To me it appears, that the very reverse would take 
place: the diminished power of the Dutch or Genoese to 
purchase generally, might depress the price of corn for a 
time below its natural price in the country from which it 
was exported, as well as in the countries in which it was 
imported; but it is quite impossible that it could ever 
raise it above that price.” It is only by increasing the 
opulence of the Dutch or Genoese, that you could increase 
the demand, and raise the price of corn above its former 
price; and that would take place only for a very limited time, 
unless new difficulties should arise in obtaining the supply. 

Dr. Smith further observes on this subject: “‘ When we 
are in want of necessaries, we must part with all super- 
fluities, of which the value, as it rises in times of opulence 
and prosperity, so it sinks in times of poverty and dis- 
tress.’ This is undoubtedly true; but he continues, “it 
is otherwise with necessaries. Their real price, the quantity 
of labour which they can purchase or command, rises in 
times of poverty and distress, and sinks in times of 


1 [Bk. i, c. xi, p. 80 b.] 

2 [The passage quoted from Adam Smith scarcely seems to bear 
the interpretation put upon it in this sentence. Smith was draw- 
ing attention to the particular condition of these two countries ; 

and wishing to show the difference between their condition and 
that of the ordinary rich land, he said that corn, when imported 
into those countries, would be more costly than in the countries 
from which it was exported. But now, in order to illustrate his 
point that the price of corn would be higher in poor than in opulent 
countries, he tries to draw attention to : (a) the advantage enjoyed 
by such countries through their wealth, which enables them to im- 
port ; (b) their terrible condition should they be forced to rely upon 
their home supplies. From this necessity they are saved owing to 
their opulence. ; 

Ricardo’s criticism therefore appears to be beside the mark. It 
is hardly necessary to say, that granted his interpretation, his 
criticism would be correct. ] 
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opulence and prosperity, which are always times of grea 
abundance, for they could not otherwise be times o 
opulence and prosperity. Corn is a necessary, silver i 
only a superfluity.” * 

Two propositions are here advanced, which have no con 
nexion with each other; one, that under the circumstance: 
supposed, corn would command more labour, which is no 
disputed; the other, that corn would sell at a highe: 
money price, that it would exchange for wore silver; thi 
I contend to be erroneous. It might be true, if corn wer 
at the same time scarce—if the usual supply had not beer 
furnished. But in this case it is abundant; it is not pre 
tended that a less quantity than usual is imported, or tha 
more is required. To purchase corn, the Dutch or Genoes 
want money, and to obtain this money, they are obliged t 
sell their superfluities. It is the market value and pric 
of these superfluities which falls, and money appears t« 
rise as compared with them. But this will not tend t« 
increase the demand for corn, nor to lower the value o! 
money, the only two causes which can raise the price ot 
corn.” Money, from a want of credit, and from other 


' (Bk. i., e. xi., p. 80 b.] 

? [This criticism tends to illustrate the foregoing assertion (note. 
p. 361), that Ricardo failed to grasp the particular object of Adam 
Smith’s argument. Smith urged that in times of prosperity, super: 
fluities, among which he includes silver, the material of money, 
would be more in demand than in times of poverty. Now when « 
country is reduced from the former to the latter condition, the 
superfluities will fall in value compared to the necessaries. 
Measured by labour-values, Ricardo admits the rise of the latter, 
especially of corn, therefore Adam Smith would have regarded his 
whole argument as admitted. This argument is clearly based on 
the two assumptions, that the only money is metallic money, and 
that the commodity use of silver stands in high proportion to its 
money use. _ 

The former and more important of these assumptions is rightly 
controverted by Ricardo in the following sentence, ‘‘ Money, from 
a want of credit,” ete.] 
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causes, may be in great demand, and consequently dear, 
comparatively with corn ; but on no just principle can it be 
maintained, that under such circumstances money would 
be cheap, and therefore that the price of corn would rise. 

When we speak of the high or low value of gold, silver, 
or any other commodity in different countries, we should 
always mention some medium in which we are estimating 
them, or no idea can be attached to the proposition. Thus, 
when gold is said to be dearer in England than in Spain, 
if no commodity is mentioned, what notion does the asser- 
tion convey? If corn, olives, oil, wine, and wool, be at a 
cheaper price in Spain than in England; estimated in 
those commodities, gold is dearer in Spain. If, again, 
hardware, sugar, cloth, etc., be at a lower price in England 
than in Spain, then, estimated in those commodities, gold 
is dearer in England. Thus gold appears dearer or cheaper 
in Spain, as the fancy of the observer may fix on the 
medium by which he estimates its value. Adam Smith, 
having stamped corn and labour as an universal measure 
of value, would naturally estimate the comparative value 
of gold by the quantity of those two objects for which it 
would exchange: and, accordingly, when he speaks of the 
comparative value of gold in two countries, I understand 
him to mean its value estimated in corn and labour. 

§ 133. But we have seen that, estimated in corn, gold 
may be of very different value in two countries. I have 
endeavoured to show that it will be low in rich countries, 
and high in poor countries; Adam Smith is of a different 
opinion: he thinks that the value of gold, estimated in 
corn, is highest in rich countries.’ But without further 


' [This difference of opinion arises from the different meanings 
attached to the words ‘‘rich” and “poor” by the two writers. 
Adam Smith means by “rich” a country “abounding in subsis- 
tence,” Ricardo, a country densely populated, in which each 
additional supply of food has to be raised by means of a dispropor- 
tionate expenditure of effurt.] 
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examining which of these opinions is correct, either of 
them is sufficient to show, that gold will not necessarily be 
lower in those countries which are in possession of the 
mines, though this is a proposition maintained by Adam 
Smith. Suppose England to be possessed of the mines, 
and Adam Smith’s opinion, that gold is of the greatest 
value in rich countries, to be correct: although gold would 
naturally flow from England to all other countries in ex- 
change for their goods, it would not follow that gold was 
necessarily lower in England, as compared with corn and 
labour, than in those countries. In another place, how- 
ever, Adam Smith speaks of the precious metals being 
necessarily lower in Spain and Portugal, than in other 
parts of Europe, because those countries happened to be 
almost the exclusive possessors of the mines which produce 
them. “Poland, where the feudal system still continues 
to take place, is at this day as beggarly a country as it was 
before the discovery of America. The money price of corn, 
however, has risen; THE REAL VALUE OF THE PRECIOUS 
METALS HAS FALLEN in Poland, in the same manner as in 
other parts of Europe. Their quantity, therefore, must 
have increased there as in other places, and nearly in the 
same proportion to the annual produce of the land and 
labour. This increase of the quantity of those metals, 
however, has not, it seems, increased that annual produce; 
has neither improved the manufactures and agriculture of 
the country, nor mended the circumstances of its inhabi- 
tants. Spain and Portugal, the countries which possess 
the mines, are, after Poland, perhaps, the two most 
beggarly countries in Europe. The value of the precious 
metals, however, must be lower in Spain and Portugal than 
in any other parts of Europe, loaded, not only with a 
freight and insurance, but with the expense of smuggling, 
their exportation being either prohibited, or subjected to a 
duty. In proportion to the annual produce of the land and 
labour, therefore, their quantity must be greater in those 
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untries than in any other part of Europe: those coun- 
ies, however, are poorer than the greater part of Europe. 
1ough the feudal system has been abolished in Spain 
id Portugal, it has not been succeeded by a much 
iter.” ? ; 

Dr. Smith’s argument appears to me to be this: Gold, 
1en estimated in corn, is cheaper in Spain than in other 
untries, and the proof of this is, not that corn is given 
other countries to Spain for gold, but that cloth, sugar, 
rdware, are by those countries given in exchange for 
at metal, 


[Bk. i., c. xi, p. 101 b, The italics and capitals are Ricardo’s. 
‘seems to think that Adam Smith believed that money could be 
very different values in different countries in the same com- 
reial system. Adam Smith, however, as previous notes have 
nted out, was in reality investigating a totally different 
estion, 

n the present passage he asserts little else than what is asserted 
the ordinary treatment of foreign exchange. An actual expor- 
ion of coin does not take place till specie point is reached. ] 


BB 


CHAPTER XXIX.—TAXES PAID BY THE 
PRODUCER. 


§ 134, 

M ONS. SAY greatly magnifies the inconveniences whi 

result if a tax on a manufactured commodity is levi 
at an early, rather than at a late period of its manuf 
ture.| The manufacturers, he observes, through wh« 
hands the commodity may successively pass, must emp] 
greater funds in consequence of having to advance the t 
which is often attended with considerable difficulty tc 
manufacturer of very limited capital and credit. To t 
observation no objection can be made. 

Another inconvenience on which he dwells is, that 
consequence of the advance of the tax, the profits on 1 
advance also must be charged to the consumer, and tl 
this additional tax is one from which the treasury deri 
no advantage. 

In this latter objection I cannot agree with M. & 
The State, we will suppose, wants to raise immediai 
£1,000 and levies it on a manufacturer, who will not, 
a twelvemonth, be able to charge it to the consumer on 
finished commodity. In consequence of such delay, he 
obliged to charge for his commodity an additional pr 
not only of £1,000, the amount of the tax, but proba 
of £1,100, £100 being for interest on the £1,000 advanc 
But in return for this additional £100 paid by the ¢ 
sumer, he has a real benefit, inasmuch as his paym 


1 [« Pol, Econ.,” 2nd edition, bk. iii., ec. viii., vol. ii., p. 341, 
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f the tax which Government required immediately, and 
hich he must finally pay, has been postponed for a year ; 
n opportunity, therefore, has been afforded to him of 
nding to the manufacturer, who had occasion for it, the 
1,000 at 10 per cent., or at any, other rate of interest 
hich might be agreed upon. Eleven hundred pounds 
uyable at the end of one year, when money is at 10 per 
nt. interest, is of no more value than £1,000 to be paid 
umediately. If Government delayed receiving the tax for 
1e year till the manufacture of the commodity was com- 
eted, it would, perhaps, be obliged to issue an Exchequer 
ll bearing interest, and it would pay as much for interest 
the consumer would save in price, excepting, indeed, 
at portion of the price which the manufacturer might be 
abled, in consequence of the tax, to add to his own real 
ins. If for the interest of the Exchequer bill, Govern- 
ant would have paid 5 per cent., a tax of £50 is saved by 
t issuing it. If the manufacturer borrowed the addi. 
mal capital at 5 per cent., and charged the consumer 10 
rcent., he also will have gained 5 per cent. on his advance 
er and above his usual profits, so that the manufacturer 
d Government together gain, or save, precisely the sum 
ich the consumer pays. 
§ 135. M. Simonde, in his excellent work, De la Richesse 
mmerciale, following the same line of argument as M. 
y, has calculated ' that a tax of 4,000 francs, paid origi- 
lly by a manufacturer, whose profits were at the moderate 
e of 10 per cent., would, if the commodity manufactured 
ly passed through the hands of five different persons, be 
sed to the consumer to the sum of 6,734 francs. This 
culation proceeds on the supposition, that he who first 
vanced the tax, would receive from the next manufac- 
er 4,400 francs, and he again from the next, 4,840 
nes; so that at each step 10 per cent. on its value would 


1 [Vol. ii., pp. 43-6.] 
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be added to it. This is to suppose that the value of th 
tax would be accumulating at compound interest; not 2 
the rate of 10 per cent. per annum, but at an absolute rat 
of 10 per cent. at every step of its progress, This opinio 
of M. de Simonde would be correct, if five years elapse 
between the first advancé of the tax, and the sale of th 
taxed commodity to the consumer; but if one year onl 
elapsed, a remuneration of 400 frances, instead of 2,73 
would give a profit at the rate of 10 per cent. per annun 
to all who had contributed to the advance of the ta: 
whether the commodity had passed through the hands « 
five manufacturers or fifty. 


CHAPTER XXX.—ON THE INFLUENCE OF 
DEMAND AND SUPPLY ON PRICES. 


§ 186. 
4 is the cost of production which must ultimatety regu- 
late the price of commodities, and not, as has been often 
uid, the proportion between the supply and demand: the 
roportion between supply and demand may, indeed, for a 
me, affect the market value of a commodity; until it is 
upplied in greater or less abundance, according as the 
emand may have increased or diminished ; but this effect 
ill be only of temporary duration. 
Diminish the cost of production of hats, and their price 
ill ultimately fall to their new natural price, although 
1e demand should be doubled, trebled, or quadrupled. 
iminish the cost of subsistence of men, by diminishing 
1e natural price of the food and clothing, by which life 
sustained, and wages will ultimately fall, notwithstand- 
ig that the demand for labourers may very greatly 
crease, : 
The opinion that the price of commodities depends solely 
1 the proportion of supply to demand, or demand to 
ipply, has become almost an axiom in political economy, 
1d has been the source of much error in that science. It 
this opinion which has made Mr. Buchanan maintain 
at wages are not influenced by a rise or fall in the price 
provisions, but solely by the demand and supply of 
bour; and that a tax on the wages of labour would not 
ise wages, because it would not alter the proportion of 
e demand of labourers to the supply. 
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§ 137. The demand for a commodity cannot be said 
increase, if no additional quantity of it be purchased 
consumed; and yet, under such circumstances, its mon 
value may rise. Thus, if the value of money were to fa 
the price of every commodity would rise, for each of t 
competitors would be willing to spend more money th 
before on its purchase ; but though its price rose 10 or 
per cent., if no more were bought than before, it would n 
I apprehend, be admissible to say, that the variation in t 
price of the commodity was caused by the increased demai 
for it. Its natural price, its money cost of producti 
would be really altered by the altered value of money; a 
without any increase of demand, the price of the commod: 
would be naturally adjusted to that new value. 

“We have seen,” says M. Say, “that the cost of prodi 
tion determines the lowest price to which things can fa 
the price below which they cannot remain for any leng 
of time, because production would then be either entire 
stopped or diminished.” Vol. ii. p. 26." . 

He afterwards says, that the demand for gold havi 
increased in a still greater proportion than the supp 
since the discovery of the mines, “its price in goods, : 
stead of falling in the proportion of ten to one, fell only 
the proportion of four to one;” that is to say, instead 
falling in proportion as its natural price had fallen, fell 
proportion as the supply exceeded the demand.”?—“ 7 

1 (Bk. ii, &. iv.] 

2 Tf, with the quantity of gold and silver which actually exis 
these metals only served for the manufacture of utensils and or! 
ments, they would be abundant, and would be much cheaper tk 
they are at present: in other words, in exchanging them for a 
other species of goods, we should be obliged to give proportiona 
a greater quantity of them. But asa large quantity of th 
metals is used for money, and as this portion is used for no otl 
purpose, there remains less to be employed in furniture and jew 


lery ; now this scarcity adds to their value.—Say, vol. ii., p. 3 
Sce also note to p. 78. 
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alue of every commodity rises always in a direct ratio to the 
emand, and in an inverse ratio to the supply.” | 

The same opinion is expressed by the Harl of Lauder- 
ale. 

“With respect to the variations in value, of which every 
uing valuable is susceptible, if we could for a moment 
ippose that any substance possessed intrinsic and fixed 
ulue, so as to render an assumed quantity of it constantly, 
oder all circumstances, of an equal value, then the degree 
‘ value of all things, ascertained by such a fixed standard, 
ould vary according to the proportion betwizt the quantity 
‘them, and the demand for them, and every commodity 
ould, of course, be subject toa variation in its value, from 
ur different circumstances : 

1. “It would be subject to an increase of its value, from 
diminution of its quantity. 

2. “To a diminution of its value, from an augmentation 
its quantity. 

3. “It might suffer an augmentation in its value, from 
le circumstance of an increased demand. 

4, “Its value might be diminished by a failure of 
mand. 

“As it will, however, clearly appear that no commodity 
n possess fixed and intrinsic value, so as to qualify it for 
measure of the value of other commodities, mankind are 
duced to select, as a practical measure of value, that 
hich apears the least liable to any of these four sources 
variations, which are the sole causes of alteration of 
Tue. 

“When, in common language, therefore, we express the 
we of any commodity, it may vary at one period from 
1at it is at another, in consequence of eight different 
ntingencies : 

1. “From the four circumstances above stated, in rela- 
m to the commodity of which we mean to express the 
lue. 
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2. “From the same four circumstances, in relation to tk 
commodity we have adopted as a measure of value.” * 

§ 138. This is true of monopolized commodities, an 
indeed of the market price of all other commoditi 
for a limited period. If the demand for hats should 1 
doubled, the price would immediately rise, but that ris 
would be only temporary, unless the cost of productic 
of hats, or their natural price, were raised. If the natur 
price of bread should fall 50 per cent. from some gre 
discovery in the science of agriculture, the demand woul 
not greatly increase, for no man would desire mo: 
than would satisfy his wants, and as the demand woul 
not increase, neither would the supply ; for a commodi 
is not supplied merely because it can be produced, bi 
because there is a demand for it. Here, then, we have 
case where the supply and demand have scarcely varie 
or if they have increased, they have increased in the san 
proportion; and yet the price of bread will have fallen & 
per cent., at a time, too, when the value of money ha 
continued invariable.” 

Commodities which are monopolized, either by an ind 
vidual, or by a company, vary according to the law whic 
Lord Lauderdale has laid down: they fall in proportion ¢ 
the sellers augment their quantity, and rise in proportic 
to the eagerness of the buyers to purchase them; the 
price has no necessary connexion with their natural value 
but the prices of commodities, which are subject to con 
petition, and whose quantity may be increased in an 
moderate degree, will ultimately depend, not on the sta‘ 
of demand and supply, but on the increased or diminishe 
cost of their production. 


1 « An Inquiry into the Nature and Origin of Public Wealth 
p. 13. : 

2 [Somewhat unfortunately, Ricardo did not enter into the coi 
sideration of the connection existing between supply and cost ¢ 
production. ] 


CHAPTER XXXI—ON MACHINERY. 


§ 139. 

iB the present chapter I shall enter into some inquiry 

respecting the influence of machinery on the interests 
of the different classes of society, a subject of great im- 
portance, and one which appears never to have been 
mvestigated in a manner to lead to any certain or satis- 
factory results. It is more incumbent on me to declare 
my opinion? on this question, because they have, on further 
reflection, undergone a considerable change ; and although 
[ am not aware that I have ever published anything 
respecting machinery which it is necessary for me to 
etract, yet I have in other ways given my support to 
loctrines which I now think erroneous; it, therefore, 
ecomes a duty in me to submit my present views to 
xXamination, with my reasons for entertaining them. 

Ever since I first turned my attention to questions of 
litical economy, I have been of opinion, that such an 
pplication of machinery to any branch of production, as 
hould have the effect of saving labour, was a general 
rood, accompanied only with that portion of inconvenience 
vhich in most cases attends the removal of capital and 
abour from one employment to another. It appeared to 
ne, that provided the landlords had the same money rents, 
hey would be benefited by the reduction in the prices of 
ome of the commodities on which those rents were 


’ [This chapter does not appear in either the first or the second 
dition. ] ? [Read ‘‘ opinions.’ 
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expended, and which reduction of price could not fail t 
be the consequence of the employment of machinery 
The capitalist, I thought, was eventually benefited pre 
cisely in the same manner. He, indeed, who made th 
discovery of the machine, or who first usefully applied 11 
would enjoy an additional advantage, by making grea 
profits for a time; but, in proportion ‘as the machin 
came into general use, the price of the commodity pre 
duced, would, from the effects of competition, sink to it 
cost of production, when the capitalist would get th 
same money profits as before, and he would onl 
participate in the general advantage, as a consumer, 10 
being enabled, with the same money revenue, to comman 
an additional quantity of comforts and enjoyments. TI 
class of labourers also, I thought, was equally benefite 
by the use of machinery, as they would have the means « 
buying more commodities with the same money wage 
and I thought that no reduction of wages would tal 
place, because the capitalist would have the. power — 
demanding and employing the same quantity of labour : 
before, although he might be under the necessity 
employing it in the production of a new, or at any ra 
of a different commodity. If, by improved machinex 
with the employment of the same quantity of labour, t 
quantity of stockings could be quadrupled, and t 
demand for stockings were only doubled, some labours 
would necessarily be discharged from the stocking trad 
but as the capital which employed them was still in beiz 
and as it was the interest of those who had it to employ 
productively, it appeared to me that it would be employ 
on the production of some other commodity, useful to t 
society, for which there could not fail to be a demand ; 1 
I was, and am, deeply impressed with the truth of t 
observation of Adam Smith, that “the desire for food 
limited in every man, by the narrow capacity of the hum 
stomach, but the desire of the conveniences, and orname! 
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ff building, dress, equipage, and household furniture, 
seems to have no limit or certain boundary.” As, then, 
t appeared to me that there would be the same demand 
for labour as before, and that wages would be no lower, I 
hought that the labouring class would, equally with 
he other classes, participate in the advantage, from the 
yeneral cheapness of commodities arising from the use 
f machinery. 

§ 140. These were my opinions, and they continue un- 
Itered, as far as regards the landlord and the capitalist ; 
ut I am convinced, that the substitution of machinery 
or human labour, is often very injurious to the interests 
f the class of labourers. 

My mistake arose from the supposition, that whenever 
he net income of a society increased, its gross income 
rould also increase; I now, however, see reason to be 
utisfied that the one fund, from which landlords and 
apitalists derive their revenue, may increase, while the 
ther, that upon which the labouring class mainly depend, 
lay diminish, and therefore it follows, if I am right, 
iat the same cause which may increase the net revenue 
f the country, may at the same time render the 
opulation redundant, and deteriorate the condition of 
1¢ labourer. 

A capitalist, we will suppose, employs a capital of the 
tlue of £20,600, and that he carries on the joint business 
a farmer, and a manufacturer of necessaries. We will 
ther suppose, that £7,000 of this capital is invested in 
ced capital, viz., in buildings, implements, etc., etc., and 
lat the remaining £13,000 is employed as circulating 
pital in the support of labour. Let us suppose, too, that 
‘ofits are 10 per cent., and consequently that the capi- 
list’s capital is every year put into its original state of 
iciency, and yields a profit of £2,000. 

Hach year the capitalist begins his operations, by having 

d and necessaries in his possession of the value of 
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$13,000, all of which he sells in the course of the year t 
his own workmen for that sum of money, and, during th 
same period, he pays them the like amount of money Bi 
wages: at the end of the year they replace in his posse 
sion food and necessaries of the value of £15,000, £2,0( 
of which he consumes himself, or disposes of as may be 
suit his pleasure and gratification. As far as these pr 
ducts are concerned, the gross produce for that year 
£15,000, and the net produce £2,000. Suppose now, thi 
the following year the capitalist employs half his men - 
constructing a machine, and the other half in produciz 
food and necessaries as usual. During that year he wou 
pay the sum of £13,000 in wages as usual, and would s 
food and necessaries to the same amount to his workmer 
but what would be the case the following year ? 

While the machine was being made, only one-half 
the usual quantity of food and necessaries would | 
obtained, and they would be only one-half the value 
the quantity which was produced before. The machi 
would be worth -£7,500, and the food and necessar 
£7,500, and, therefore, the capital of the capitalist wou 
be as great as before; for he would have besides the 
two values, his fixed capital worth £7,000, making in t 
whole £20,000 capital, and £2,000 profit. After dedu 
ing this latter sum for his own expenses, he would have 
no greater circulating capital than £5,500 with which 
carry on his subsequent operations; and, therefore, 
yieans of employing labour would be reduced in the pi 
portion of £13,000 to £5,500, and, consequently, all t 
labour which was before employed by £7,500, wot 
become redundant. 

The reduced quantity of labour which the capital 
can employ, must, indeed, with the assistance of 1 
machine, and after deductions for its repairs, produe 
value equal to £7,500, it must replace the circulati 
capital with a profit of £2,000 on the whole capital ; | 
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i this be done, if the net income be not diminished, 
f what importance is it to the capitalist, whether the 
ross income be of the value of £3,000, of £10,000, or of 
315,000 ? 

In this case, then, although the net produce will not be 
iminished in value, although its power of purchasing 
ommodities may be greatly increased, the gross produce 
ill have fallen from a value of £15,000 to a value of 
7,500, and as the power of supporting a population, and 
mploying labour, depends always on the gross produce of 
nation, and not on its net produce, there will necessarily 
ea diminution in the demand for labour, population will 
ecome redundant, and the situation of the labouring 
lasses will he that of distress and poverty. 

§ 141. As, however, the power of saving from revenue 
) add to capital, must depend on the efficiency of the net 
venue, to satisfy the wants of the capitalist, it could not 
uil to follow from the reduction in the price of commo- 
ities consequent on the introduction of machinery, that 
ith the same wants he would have increased means of 
wing,—increased facility of transferring revenue into 
ypital, But with every increase of capital he would 
mploy more labourers; and, therefore, a portion of the 
eople thrown out of work in the first instance, would be 
ibsequently employed; and if the increased production, 
1 consequence of the employment of the machine, was so 
reat as to afford, in the shape of net produce, as great a 
uantity of food and necessaries as existed before in the 
rm of gross produce, there would be the same ability to 
mploy the whole population, and, therefore, there would 
ot necessarily be any redundancy of people. 

All I wish to prove, is, that the discovery and use of 
lachinery may be attended with a diminution of gross 
roduce ; and whenever that is the case, it will be injurious 
) the labouring class, as some of their number will be 
rown out of employment, and population will become 
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redundant, compared with the funds which are tc 
employ it. j 

The case which I have supposed, is the most simple that 
I could select; but it would make no difference in the 
result, if we supposed that the machinery was applied tc 
the trade of any manufacturer,—that of a clothier for 
example, or of a cotton manufacturer. If in the trade of 
a clothier, less cloth would be produced after the intro- 
duction of machinery; for a part of that quantity which 
is disposed of for the purpose of paying a large body of 
workmen, would not be required by their employer. In 
consequence of using the machine, it would be necessary 
for him to reproduce a value, only equal to the value con- 
sumed, together with the profits on the whole capital 
£7,500 might do this as effectually as £15,000 did before. 
the case differing in no respect from the former instance 
It may be said, however, that the demand for cloth would 
be as great as before, and it may be asked from whence 
would this supply come? But by whom would the clotl 
be demanded? By the farmers and the other producer: 
of necessaries, who employed their capitals in producing 
these necessaries as a means of obtaining cloth: they gave 
corn and necessaries to the clothier for cloth, and he 
bestowed them on his workmen for the cloth which then 
work afforded him. 

This trade would now cease; the clothier would no 
want the food and clothing, having fewer men to emplo} 
and having less cloth to dispose of. The farmers anc 
others, who only produced necessaries as means to an end 
could no longer obtain cloth by such an application 0: 
their capitals, and, therefore, they would either them 
selves employ their capitals in producing cloth, or woul 
lend them to others, in order that the commodity reall 
wanted might be furnished; and that for which no on 
had the means of paying, or for which there was ni 
demand, might cease to be produced. This, then, lead 
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is to the same result; the demand for labour would 
liminish, and the commodities necessary to the sup- 
ort of labour would not be produced in the same abun- 
lance. 

If these views be correct, it follows, 1st. That the 
liscovery, and useful application of machinery, always 
eads to the increase of the net produce of the country, 
though it may not, and will not, after an inconsiderable 
nterval, increase the value of that net produce. 

2dly. That an increase of the net produce of a country 
s compatible with a diminution of the gross produce, 
nd that the motives for employing machinery are always 
ufficient to insure its employment, if it will increase 
he net produce, although it may, frequently’ must, 
liminish both the quantity of the gross produce and its 
ralue. 

3dly. That the opinion entertained by the labouring 
lass, that the employment of machinery is frequently 
letrimental to their interests, is not founded on prejudice 
ind error, but is conformable to the correct principles of 
olitical economy. 

4thly. That if the improved means of production, in 
onsequence of the use of machinery, should increase the 
et produce of a country in a degree so great as not to 
liminish the gross produce, (I mean always quantity of 
ommodities and not value,) then the situation of all 
lasses will be improved. The landlord and capitalist will 
enefit, not by an increase of rent and profit, but by the 
vantages resulting from the expenditure of the same 
ent and profit, on commodities, very considerably reduced 
n value, while the situation of the labouring classes will 
ilso be considerably improved; 1st, from the increased 


“ [This effect may, however, be very brief. Senior denies that 
uch results would be ‘‘ frequent.” Senior, ‘ Political Economy,” 
rd ed., p. 164.] 
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demand for menial servants; 2dly, from the stimulus 
to savings from revenue, which such an abundant net 
produce will afford; and 3dly, from the low price of all 
articles of consumption on which their wages will be 
expended, 

§ 142. Independently of the consideration of the dis- 
covery and use of machinery, to which our attention has 
heen just directed, the labouring class have no small 
interest in the manner in which the net income of the 
country is expended, although it should, in all cases, be 
expended for the gratification and enjoyments of those 
who are fairly entitled to it. 

If a landlord, or a capitalist, expends his revenue in the 
manner of an ancient baron, in the support of a great 
number of retainers, or menial servants, he will give 
employment to much more labour, than if he expended it 
on fine clothes, or costly furniture ; on carriages, on horses, 
or in the purchase of any other luxuries,’ 

In both cases the net revenue would be the same, and 
so would be the gross revenue, but the former would be 
realized in different commodities. If my revenue were 
£10,000, the same quantity nearly of productive labour 
would be employed, whether I realized it in fine clothes 
and costly furniture, etc., ete., or in a quantity of food and 
clothing of the same value. If, however, I realized my 
revenue in the first set of commodities, no more labow 
would be consequently employed:—I should enjoy mj 
furniture and my clothes, and there would be an end ot 
them; but if I realized my revenue in food and clothing 
and my desire was to employ menial servants, all thos 
whom I could so employ with my revenue of £10,000, o1 
with the food and clothing which it would purchase, would 
be to be added to the former demand for labourers, ané 
this addition would take place only because I chose thi 
mode of expending my revenue, As the labourers, then 


1 [See end of chapter, Note.] 
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e interested in the demand for labour, they must 
iturally desire that as much of the revenue as possible 
ould be diverted from expenditure on luxuries, to be 
pended in the support of menial servants. 
In the same manner, a country engaged in war, and 
hich is under the necessity of maintaining large fleets 
id armies, employs a great many more men than will 
» employed when the war terminates, and the annual 
penses which it brings with it, cease. 
If I were not called upon for a tax of £500 during the 
wv, and which is expended on men in the situation of 
Idiers and sailors, I might probably expend that portion 
my income on furniture, clothes, books, etc., etc., and 
hether it was expended in the one way or in the other, 
ere would be the same quantity of labour employed in 
oduction ; for the food and clothing of the soldier and 
lor would require the same amount of industry to 
oduce it as the more luxurious commodities; but in the 
se of the war, there would be the additional demand for 
en as soldiers and sailors; and, consequently, a war 
nich is supported out of the revenue, and not from the 
pital of a country, is favourable to the increase of 
ypulation. 
At the termination of the war, when part of my revenue 
verts to me, and is employed as before in the purchase 
wine, furniture, or other luxuries, the population which 
before supported, and which the war called into 
istence, will become redundant, and by its effect on the 
st of the population, and its competition with it for 
iployment, will sink the value of wages, and very 
uterially deteriorate the condition of the labouring 
USses. 
There is one other case that should be noticed of the 
ssibility of an increase in the amount of the net revenue 
a country, and even of its gross revenue, with a 
minution of demand for labour, and that is, when the 
cole) 
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labour of horses is substituted for that of man. If I em 
ployed one hundred men on my farm, and if I found the 
the food bestowed on fifty of those men, could be diverte 
to the support of horses, and afford me a greater return ¢« 
raw produce, after allowing for the interest of. the eapiti 
which the purchase of the horses would absorb, it woul 
be advantageous to me to substitute the horses for th 
men, and I should accordingly do so; but this would ne 
be for the interest of the men, and unless the income 
obtained, was so much increased as to enable me to emple 
the men as well as the horses, it is evident that the pop: 
lation would become redundant, and the labourers’ cond 
tion would sink in the general scale. It is evident he cou! 
not, under any circumstances, be employed in agriculture 
but if the produce of the land were increased by the sul 
stitution of horses for men, he might be employed : 
manufactures, or as a menial servant, 

§ 143. The statements which T have made will not, 
hope, lead to the inference that machinery should not I 
encouraged, ‘To elucidate the principle, I have been sy 
posing, that improved machinery is suddenly discovere 
and extensively used; but the truth is, that these discoveri: 
are gradual, and rather operate in determining the emplo; 
ment of the capital which is saved and accumulated, the 
in diverting capital from its actual employment. 

With every increase of capital and population, food w: 
generally rise, on account of its being more difficult 
produce, The consequence of a rise of food will be 
rise of wages, and every rise of wages will have a tendens 
to determine the saved capital in a greater proportion the 
before to the employment of machinery. Machinery aa 
labour are in constant competition, and the former can fr 
quently not be employed until labour rises. 

In America and many other countries, where the foed | 
man is easily provided, there is not nearly such gre 
temptation to employ machinery as in Bngland, whe 
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ood is high, and costs much labour for its production. 
The same cause that raises labour, does not raise the value 
yf machines, and, therefore, with every augmentation of 
apital, a greater proportion of it is employed on ma- 
thinery. The demand for labour will continue to increase 
vith an increase of capital, but not in proportion to 
ts increase; the ratio will necessarily be a diminishing 
atio.* 

I have before observed, too, that the increase of net 
ncomes, estimated in commodities, which is always the 
onsequence of improved machinery, will lead to new 
avings and accumulations. These savings, it must be 


‘ «The demand for labour depends on the increasing of cireu- 
ating, and not of fixed capital. Were it true that the proportion 
tween these two sorts of capital is the same at all times, and in 
ll countries, then, indeed, it follows that the number of labourers 
mployed is in proportion to the wealth of the State. But such a 
osition has not the semblance of probability. As arts are culti- 
ated, and civilization is extended, fixed capital bears a larger and 
arger proportion to circulating capital. The amount of fixed 
apital employed in the production of a piece of British muslin is 
t least a hundred, probably a thousand times greater than that 
mployed in the production of a similar piece of Indian muslin. 
ind the proportion of circulating capital employed is a hundred or 
thousand times less. It is easy to conceive that, under certain 
ircumstances, the whole of the annual savings of an industrious 
eople might be added to fixed capital, in which case they would 
ave no effect in increasing the demand for labour.” 

Barton, ‘‘On the Condition of the Labouring Classes of Society,” 
age 16. 

[Full title: ‘‘ Observations on the Circumstances which influence 
he Condition of the Labouring Classes of Society,” by John Barton, 
$17]. 

It is not easy, I think, to conceive that under any circumstances, 
n increase of capital should not be followed by an increased 
emand for labour ; the most that can be said is, that the demand 
ill be in a diminishing ratio. Mr. Barton, in the above publication, 
as, I think, taken a correct view of some of the effects of an 
icreasing amount of fixed capital on the condition of the labouring 
lasses. His Essay contains much valuable information. 
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remembered are annual, and must soon create a fund 
much greater than the gross revenue, originally lost by th 
discovery of the machine, when the demand for labour wil 
be as great as before, and the situation of the people wil 
be still further improved by the increased savings whicl 
the increased net revenue will still enable them to make. 

The employment of machinery could never be safely dis 
couraged in a State, for if a capital is not allowed to ge 
the greatest net revenue that the use of machinery wil 
afford here, it will be carried abroad, and this must be | 
much more serious discouragement to the demand fo 
labour, than the most extensive employment of machinery 
for, while a capital is employed in this country, it mus 
create a demand for some labour; machinery cannot b 
worked without the assistance of men, it cannot be mad 
but with the contribution of their labour. By investin; 
part of a capital in improved machinery, there will be | 
diminution in the progressive demand for labour; by ex 
porting it to another country, the demand will be wholl 
annihilated." 

The prices of commodities, too, are regulated by thei 
cost of production. By employing improved machinery 
the cost of production of commodities is reduced, and, con 
sequently, you can afford to sell them in foreign market 
at a cheaper price. If, however, you were to reject th 
use of machinery, while all other countries encouraged ii 
you would be obliged to export your money, in exchang 
for foreign goods, till you sunk the natural prices of you 
goods to the prices of other countries. In making you 
exchanges with those countries, you might give a comm¢ 
dity which cost two days’ labour, here, for a commodit 
which cost one, abroad, and this disadvantageous exchang 


1 [The general effect of the use of machinery upon the conditio 
of the working class has been a subject of much debate. The chi 
consequences of such a use are very impartially stated by Profess¢ 
Kleinwiichter Schénberg, Handbuch, vol. i., pp. 180-182]. 


‘HAP. XXXI. | ON MACHINERY. 389 


yould be the consequence of your own act, for the commo- 
ity which you export, and which cost you two days’ 
ubour, would have cost you only one if you had not 
ejected the use of machinery, the services of which your 
eighbours had more wisely appropriated to themselves. 


[Note.—The statement on page 384 leads us into the discussion of 
difficult point. Ricardo was closely followed in his argument by 
. S. Mill (“* Principles of Political Economy,” bk. i., ¢. v., § 9), 
ho enters on the discussion with the statement that ““Demand for 
ommodities is not demand for labour.” 

That this, the final form which the statements of Ricardo and 
[ill took, needs much explanation admits of no doubt ; but even 
1e language of Ricardo himself is open to criticism. Let us com- 
are the ‘‘ancient baron” and the modern landlord or capitalist. 
he former, no doubt, lived surrounded by a retinue far larger than 
ny which either of the latter would deem necessary. He had a 
wge number of retainers because he desired their services. Among 
1e services they rendered him were those necessary for the creation 
f many articles of consumption which, at the present time, would 
e made by manufacturers, and sold to the consumer when made. 
‘he desired furniture, this was made by his own carpenter ; fine 
lothes were often wrought inside the castle walls ; the smith, the 
wrier, both alike were among the retainers of the baron. If 
n article were desired at Christmas, as we will suppose, he would 
umn his servants to its production, let us say, during the preceding 
ummer. For some five or six months they would receive their 
od, ete., from him in order that at Christmas he might be posses- 
-d of the result of their labours. But now the capitalist or 
ndlord goes forth some day or two previous to that on which he 
quires the commodity, buys it, and has it sent home. Ricardo 
leges that the baron is employing more labour than the modern 
urchaser. 

There are, of course, great differences between the two. Roughly 
eaking, the baron is paying beforehand, the other not. They are 
lus in an entirely different position as to the date at which they 
jake their bargain. The baron does it in the summer, the modern 
msumer at Christmas, but both get the commodity at Christmas. 
' the ecapitalist—to bring the two instances into parallel— 
stermined on his purchase the preceding summer, and put 
1e sum to be expended into»the bank, there would be no 
ifference between the two, for in that case the purchase-money in 
oth cases would be advanced, in the one case directly, in the other 
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indirectly, but just as certainly, through the loan market. And in 
practice, whether the capitalist should definitely put aside his 
money or not, there can be little or no doubt that it would forn 
part of the banking capital of the country, and so stand in the posi 
tion of a sum advanced to industry. The distinction which Ricard 
endeavours to draw as to the varying advantages bestowed on thi 
labouring class by a difference in the employment of capital, or 
more strictly speaking, of wealth, cannot be maintained. It woul 
not be of greater benefit to this class if the owner of the wealtl 
employed a number of menial servants, instead of employing : 
number of workmen in a factory to produce some costly furnitur 
which he required. Further, we may say it would not benefit th 
labouring class, if six months before he required the same h 
should realize his investments, and produce it by the aid of his ow: 
servants. 

The only advantage to be derived would accrue from the fac 
that the nature of the coming demand would be denoted at a 
earlier stage in the production. 

The assumption made throughout the instance given by Ricard 
is, that in the one case the purchaser would pay down his purchase 
money in July, in the other keep it wnemployed till Christmas. | 
is quite true that the labouring class will be benefited in the forme 
instance as they could not be in the latter ; but under existing ci 
cumstances, even in the case of the capitalist consumer an equé 
benefit will be conferred, because the sum to be expended will nc 
be allowed to remain unemployed. In other words, it may be sai 
that it will supply the capital needed for the production of th 
commodities he is going to buy and consume. In each case th 
benefit received accrues from the six months’ abstinence from cor 
sumption. 

A precisely similar criticism may be passed on Mill’s treatment 
the subject. To take one of his examples. A consumer has bee 
buying velvet during one year, let us say 1880. He determines 1 
use that sum in the employment of labour in making bricks | 
digging a pond. Now Mill urges that in consequence of this dete 
mination and new direction given to capital, there will be two lo 
of capital placed in the market to employ labour ; first, that whi 
employed labour before ; secondly, that which was expended in tl 
purchase of velvet. He does not, however, notice that as the latt 
is not given to industry till the end of the year, i.e., when t! 
velvet is ready, only one of those capitals will be in the mark 
at the beginning of 1881, this other only being released at the en 

As I have said, it is conceivable under existing circumstances th 
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his other, being invested, will really be engaged all along in some 
wroductive enterprise. At the end of 1881 it is released, and then, 
nstead of being spent, it, as well as the former, is used in the direct 
mployment of labourers to dig or make bricks. What benefits the 
abourer, then, is the abstinence which leads the capitalist con- 
umer not to gratify his tastes at the end of 1881, as he has pre- 
iously done. 

Now we see what meaning may be attached to the phrase 
‘Demand for commodities is not demand for labour.” If aman 
aid bricklayers at the end of the year, as he does velvet makers, 
ach would be equally treated ; and if the “‘ ancient baron” hired his 
etainers at a yearly salary, and did not pay them as they worked, 
e would not benefit labour any more than would the modern 
onsumer. It is not their mode of employing their wealth that 
ffects the labourers, but their abstinence from individual con- 
umption. The sphere of employment for labour is enlarged, and 
he services of labour are more ardently competed for. Senior’s 
riticism of this passage (‘‘ Pol. Econ.,” pp. 170-172) is not very 


appy.] 


CHAPTER XXXII.—MR. MALTHUS’S 
OPINIONS ON RENT. 


§ 144. 

| Naga the nature of rent has in the former 

pages of this work been treated on at some length 
yet I consider myself bound to notice some opinions on the 
subject, which appear to me erroneous, and which are the 
more important, as they are found in the writings of one 
to whom, of all men of the present day, some branches oi 
economical science are the most indebted. Of Mr. Mal. 
thus’s Essay on Population, I am happy in the oppor: 
tunity here afforded me of expressing my admiration, The 
assaults of the opponents of this great work have onl} 
served to prove his strength ; and I am persuaded that its 
just reputation will spread with the cultivation of thay 
science of which it is so eminent an ornament. Mr. Mal 
thus, too, has satisfactorily explained the principles of rent 
and showed that it rises or falls in proportion to the rela 
tive advantages, either of fertility or situation, of the 
different lands in cultivation, and has thereby throwr 
much light on many difficult points connected with th 
subject of rent, which were before either unknown, or ver; 
imperfectly understood; yet he appears to me to hav 
fallen into some errors, which his authority makes it th 
more necessary, whilst his characteristic candour renders f 
less unpleasing to notice. One of these errors hes i 
supposing rent to be a clear gain and a new creation 0 
riches. 
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I do not assent to all the opinions of Mr. Buchanan 
acerning rent; but with those expressed in the following 
ssage, quoted from his work by Mr. Malthus, I fully 
ree; and, therefore, I must ise from Mr. Malthus’s 
Brant on them. 

“In this view it (rent) can form no general addition to 
> stock of the community, as the neat surplus in ques- 
n is nothing more than a revenue transferred from one 
ss to another ; and from the mere circumstance of its 
1s changing hands, it is clear that no fund can arise, 
t of which to pay taxes. The revenue which pays for 
> produce of the land, exists already in the hands of 
se who purchase that produce; and, if the price of 
osistence were lower, it would still remain in their 
nds, where it would be just as available for taxation 
when, by a higher price, it is transferred to the landed 
yprietor.”’ * 

After various observations on the difference between 
v produce and manufactured commodities, Mr. Malthus 
cs, “ Is it possible then, with M. de Sismondi, to regard 
it as the sole produce of labour, which has a value 
rely nominal, and the mere result of that augmentation 
price which a seller obtains in consequence of a peculiar 
vilege; or, with Mr. Buchanan, to consider it as no 
lition to the national wealth, but merely a transfer of 
ue, advantageous only to the landlords, and propor- 
nably injurious to the consumers ?”? 

[ have already expressed my opinion on this subject in 
ating of rent, and have now only further to add, that 
it is a creation of value, as I understand that word, but 
; a creation of wealth. If the price of corn, from the 
ficulty of producing any portion of it, should rise from 
to £5 per quarter, a million of quarters will be of the 


(Smith, ed. Buchanan, 1814, vol. iii., p. 272, note; ef., vol. iv., 
[34]. 
‘* An Inquiry into the Nature and Progress of Rent,” p. 15. 
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value of £5,000,000 instead of '£4,000,000, and as thi 
corn will exchange not only for more money, but for mor 
of every other commodity, the possessors will have : 
greater amount of value; and as no one else will, in con 
sequence, have a less, the society altogether will be posses 
sed of greater value, and in that sense rent is a creation 0 
value. But this value is so far nominal, that it add 
nothing to the wealth, that is to say, the necessaries, con 
veniences, and enjoyments of the society.’ We shoul 
have precisely the same quantity, and no more, of commo 
dities, and the same million quarters of corn as before 
but the effect of its being rated at £5 per quarter, instea 
of £4, would be to transfer a portion of the value of th 
corn and commodities from their former possessors to th 
landlords. Rent then is a creation of value, but not | 
creation of wealth; it adds nothing to the resources of 
country, it does not enable it to maintain fleets and armies 
for the country would have a greater disposable fund if it 
land were of a better quality, and it could employ the sam 
capital without generating a rent. 

It must then be admitted that Mr. Sismondi and M 
Buchanan, for both their opinions are substantially the sam 
were correct, when they considered rent as a value purel 
nominal, and as forming no addition to the national wealtl 
but merely as a transfer of value, advantageous only to th 
landlords, and proportionably injurious to the consumer. 

§ 145. In another part of Mr. Malthus’s “ Inquiry” I 
observes, “that the immediate cause of rent is obvious! 
the excess of price above the cost of production at whic 
raw produce sells in the market ;”’* and in another plac 
he says, “ that the causes of the high price of raw produ 
may be stated to be three :— 


1 [In the “‘ Grounds of an Opinion on the Policy of restricting tl 
Importation of Foreign Corn,” p. 35, Malthus approximates mi 
closely to the views of Ricardo. J 

2 [* Inquiry,” p. 2.] 3 [Tbid., p. 8.] 
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“First, and mainly, that quality of the earth, by which 
ean be made to yield a greater portion of the necessaries 
: life than is required for the maintenance of the persons 
uployed on the land. 

“Qdly. That quality peculiar to the necessaries of life, 
‘being able to create their own demand, or to raise up a 
umber of demanders in proportion to the quantity of 
scessaries produced. 

“And 3dly. The comparative scarcity of the most fertile 
nd.” In speaking of the high price of corn, Mr. Malthus 
idently does not mean the price per quarter or per 
ishel, but rather the excess of price for which the whole 
‘oduce will sell, above the cost of its production, inclu- 
ng always in the term “cost of its production,” profits 
well as wages. One hundred and fifty quarters of corn 
£3 10s. per quarter, would yield a larger rent to the 
ndlord than 100 quarters at £4, provided the cost of 
oduction were in both cases the same. 

High price, if the expression be used in this sense, can- 
t then be called a cawse of rent; it cannot be said “ that 
e immediate cause of rent is obviously the excess of price 
ove the cost of production, at which raw produce sells 
the market,” for that excess is itself rent. Rent, Mr. 
althus has defined to be “that portion of the value of 
e whole produce which remains to the owner of the land, 
ter all the outgoings belonging to its cultivation, of 
aatever kind, have been paid, including the profits of the 
pital employed, estimated according to the usual and 
dinary rate of the profits of agricultural stock at the 
ne being.”” Now whatever sum this excess may sell for, 
money rent; it is what Mr. Malthus means by “the ex- 
ss of price above the cost of production at which raw 
oduce sells in the market ;” and, therefore, in an inquiry 
to the causes which may elevate the price of raw produce, 
mpared with the cost of production, we are inquiring 
to the causes which may elevate rent. 
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§ 146. In reference to the first. cause which Mr, Malthus 
has assigned for the rise of rent, namely, “that quality o: 
the earth by which it can be made to yield a greater por: 
tion of the necessaries of life than is required for the 
maintenance of the persons employed on the land,” he 
makes the following observations: “We still want to knov 
why the consumption and supply are such as to make thi 
price so greatly exceed the cost of production, and th 
main cause is evidently the fertility of the earth in pro 
ducing the necessaries of life. Diminish this plenty 
diminish the fertility of the soil, and the excess wil 
diminish; diminish it still further, and it will disappear.” 
True, the excess of necessaries will diminish and disappeaa 
but that is not the question. The question is, whether th 
excess of their price above the cost of their production wi 
diminish and disappear, for it is on this that money ren 
depends. Is Mr. Malthus warranted in his inference, tha 
because the excess of quantity will diminish and disappeai 
therefore ‘the cause of the high price of the necessaries ¢ 
life above the cost of production is to be found in the: 
abundance, rather than in their scarcity ; and is not onl 
essentially different from the high price oceasioned b 
artificial monopolies, but from the high price of thos 
peculiar products of the earth, not connected with foo 
which may be called natural and necessary monopolies ?” 

Are there no circumstances under which the fertility « 
the land, and the plenty of its produce may be diminishe 
without occasioning a diminished excess of its price abo 
the cost of production, that is to say, a diminished rent 
Tf there are, Mr. Malthus’s proposition is much too unive 
sal; for he appears to me to state it as a general principl 
true under all circumstances, that rent will rise with tl 
increased fertility of the land, and will fall with its dimi 

ished fertility. 
| 


1 ( Inquiry,” p. 13.] 
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Mr. Malthus would undoubtedly be right, if, ‘of any 
ren farm, in proportion as the land! yielded abundantly, 
sreater share of the whole produce were paid to the 
idlord; but the contrary is the fact: when no other but 
> most fertile land is in cultivation, the landlord has the 
allest proportion of the whole produce, as well as the 
allest value, and it is only when inferior lands are 
juired to feed an augmenting population, that both the 
\dlord’s share of the whole produce, and the value he 
eives, progressively increase. 

Suppose that the demand is for a million of quarters of 
n, and that they are the produce of the land actually in 
tivation. Now, suppose the fertility of all the land to 
so diminished, that the very same lands will yield only 
),000 quarters. The demand being for a million of 
arters, the price of corn would rise, and recourse must 
essarily be had to land of an inferior quality sooner 
in if the superior land had continued to produce a 
llion of quarters. But it is this necessity of taking 
erior land into cultivation which is the cause of the rise 
rent, and will elevate it, although the quantity of corn 
eived by the landlord be reduced in quantity. Rent, it 
ist be remembered, is not in proportion to the absolute 
tility of the land in cultivation, but in proportion to its 
ative fertility. Whatever cause may drive capital to 
erior land, must elevate rent on the superior land; the 
ise of rent being, as stated by Mr. Malthus in his third 
yposition, “the comparative scarcity of the most fertile 
id.” The price of corn will naturally rise with the diffi- 
ty of producing the last portions of it, and the value of 
» whole quantity produced on a particular farm will be 
reased, although its quantity be diminished ; but as the 


{Not the land of that farm only, but the whole land of the 
mtry. He argues that an increase in general ‘fertility will not 
d to an increase in the rent paid for any given farm. Compare, 
vever, Appendix B.] 
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cost ~f production will not increase on the more ferti. 
land, as wages and profits taken together will continu 
always of the same value,’ it is evident that the excess 
price above the cost of production, or, in other words, rer 
must rise with the diminished fertility of the land, unles 
it is counteracted by a great reduction of capital, popul: 
tion, and demand. It does not appear then, that M 
Malthus’s proposition is correct: rent does not immediatel 
and necessarily rise or fall with the increased or diminishe 
fertility of the land; but its increased fertility renders 
capable of paying at some future time an augmented ren 
Land possessed of very little fertility can never bear ap 
rent; land of moderate fertility may be made, as popul: 
tion increases, to bear a moderate rent; and land of greé 
fertility a high rent ; but it is one thing to be able to bear 
high rent, and another thing actually to pay it. Rent me 
be lower in a country where lands are exceedingly fertile tha 
in a country where they yield a moderate return, it beir 
in proportion rather to relative than absolute fertility- 
to the value of the produce, and not to its abundanee.? _ 
Mr. Malthus supposes that the rent on land yieldir 
those peculiar products of the earth which may be calle 


1 See page 120 [pp. 97, 98], where I have endeavoured to show, thi 
whatever facility or difficulty there may be in the production 
corn; wages and profits together will be of the same value. Whe 
wages rise, it is alvays at the expense of profits, and when thi 
fall, profits always rise. 

2 Mr. Malthus has observed in a late publication, that I ha, 
misunderstood him in this passage, as he did not mean to say, th 
rent immediately and necessarily rises and falls with the increast 
or diminished fertility of the land. If so, I certainly did mi 
understand him. Mr. Malthus’s words are, “‘ Diminish this plent 
diminish the fertility of the soil, and the excess (rent) will pee 
diminish it still further, and it will disappear.” [‘‘ Inquiry,” ett 
p. 13.] Mr. Malthus does not state his proposition conditional 
but absolutely. I contended against what I understood him | 
maintain, that a diminution of the fertility of the soil was ine 1 
patible with an increase of rent. 
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atural and necessary monopolies, is regulated by a prin- 
iple essentially different from that which regulates the 
ent of land that yields the necessaries of life. He thinks 
hat it is the scarcity of the products of the first which is 
he cause of a high rent, but that it is the abundance of 
he latter which produces the same effect. 

This distinction does not appear to me to be well founded ; 
or you would as surely raise the rent of land yielding 
carce wines, as the rent of corn land, by increasing the 
bundance of its produce, if, at the same time, the demand 
or this peculiar commodity increased; and without a 
imilar increase of demand, an abundant supply of corn 
rould lower instead of raise the rent of corm land. What- 
ver the nature of the land may be, high rent must depend 
n the high price of the produce; but, given the high price, 
ent must be high in proportion to abundance and not to 
carcity. 

We are under no necessity of producing permanently 
ny greater quantity of a commodity than that which is 
emanded. If by accident any greater quantity were pro- 
uced, it would fall below its natural price, and therefore 
ould not pay the cost of production, including in that 
dst the usual and ordinary profits of stock: thus the 
ipply would be checked till it conformed to the demand, 
nd the market price rose to the natural price. 

Mr. Malthus appears to me to be too much inclined to 
unk that population is only increased by the previous 
rovision of food,— that it is food that creates its own - 
emand,” '—that it is by first providing food, that en- 
yuragement is given to marriage, instead of considering 
iat the general progress of population is affected by the 
crease of capital, the consequent demand for labour, and 
le rise of wages; and that the production of food is but 
1e effect of that demand. 


1 [See above, p. 395.] 
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It is by giving the workmen more money, or any other 
‘commodity in which wages are paid, and which has not 
fallen in value, that his situation is improved. The in- 
crease of population, and the increase of food, will generally 
be the effect, but not the necessary effect of high wages. The 
amended condition of the labourer, in consequence of the 
increased value which is paid him, does not necessarily 
oblige him to marry and take upon himself the charge of 
a family—he will, in all probability, employ a portion of 
his increased wages in furnishing himself abundantly with 
food and necessaries,—but with the remainder he may, i 
it please him, purchase any commodities that may con. 
tribute to his enjoyments—chairs, tables, and hardware 
or better clothes, sugar, and tobacco. His increased wages 
then will be attended with no other effect than an increaseé 
demand for some of those commodities ; and as the race ol 
labourers will not be materially increased, his wages will 
continue permanently high. But although this might b 
the consequence of high wages, yet so great are the delight 
of domestic society, that in practice it is invariably founc 
that an increase of population follows the amended con 
dition of the labourer ; and it is only because it does so, that 
with the trifling exception already mentioned, a new ant 
increased demand arises for food. This demand then is th 
effect of an increase of capital and population, but not the 
cause—it is only because the expenditure of the people take 
this direction, that the market price of necessaries exceed! 
the natural price, and that the quantity of food required i 
produced; and it is because the number of people is i 
creased, that wages again fall. 

What motive can a farmer have to produce more co 
than is actually demanded, when the consequence wo 
be a depression of its market price below its natural pri 
and consequently a privation to him of a portion of 
profits, by reducing them below the general rate? “ 
says Mr. Malthus, “‘ the necessaries of life, the most imp 
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nt products of land, had not the property of creating an 
crease of demand proportioned to their increased quantity, 
ich increased quantity would occasion a fall in their ex- 
angeable value." However abundant might be the pro- 
ce of the country, its population might remain stationary ; 
id this abundance without a proportionate demand, and 
th a very high corn price of labour, which would natur- 
ly take place under these circumstances, might reduce the 
ice of raw produce, like the price of manufactures, to the 
st of production.” * 
Might reduce the price of raw produce to the cost of 
oduction. Is it ever for any length of time either above 
below this price? Does not Mr. Malthus himself state 
never to be so? “I hope,” he says, “to be excused for 
yelling a little, and presenting to the reader, in various 
rms, the doctrine, that corn, in reference to the quantity 
tually produced, is sold at its necessary price, like manu- 
stures, because I consider it as a truth of the highest im- 
rtance, which has been overlooked by the economists, by 
lam Smith, and all those writers, who have represented 
w produce as selling always at a monopoly price.” ° 
‘‘Hivery extensive country may thus be considered as 
ssessing a gradation of machines for the production of 
nm and raw materials, including in this gradation not 
ly all the various qualities of poor land, of which every 
ritory has generally an abundance, but the inferior 
chinery which may be said to be employed when good 
\d is further and further forced for additional produce. 
the price of raw produce continues to rise, these in- 
ior machines are successively called into action; and as 


Of what increased quantity does Mr. Malthus speak? Who 
0 produce it? Who can have any motive to produce it, before 
‘demand exists for an additional quantity ? 

(‘An Inquiry into the Nature and Progress of Rent,” 1815 
9, 10.] 

(‘ Inquiry,” p. 39.] 
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the price of raw produce continues to fall, they are succes 
sively thrown out of action. The illustration here used 
serves to show, at once, the necessity of the actual price 
corn to the actual produce, and the different effect which 
would attend a great reduction in the price of any parti 
cular manufacture, and a great reduction m the price 0: 
raw produce.” 
How are those passages to be reconciled to that whicl 
affirms, that if the necessaries of life had not the property 
of creating an increase of demand proportioned to their in 
creased quantity, the abundant quantity produced woulc 
then, and then only, reduce the price of raw produce to the 
cost of production? If corn is never under its natura 
price, it is never more abundant than the actual popula: 
tion require it to be for their own consumption ; no store 
can be laid up for the consumption of others; it can neve! 
then by its cheapness and abundance be a stimulus t¢ 
population. In proportion as corn can be produced cheaply 
the increased wages of the labourers will have more powel 


1 «Tnquiry,” ete. ‘In all progressive countries, the average price 
of corn is never higher than what is necessary to continue the 
average increase of produce.” ‘‘ Observations on the Effects of the 
Corn Laws,” 1815, p. 21. 

“Tn the employment of fresh capital upon the land, to provid! 
for the wants of an increasing population, whether this fresh capi 
tal is employed in bringing more land under the plough, or impro 
ing land already in cultivation, the main question always depen 
upon the expected returns of this capital ; and no part of the gr 
profits can be diminished, without diminishing the motive to th 
mode of employing it. Every diminution of price, not fully am 
immediately balanced by a proportionate fall in all the necess: 
expenses of a farm, every tax on the land, every tax on farmi 
stock, every tax on the necessaries of farmers, will tell in the 
putation ; and if after all these outgoings are allowed for, the p 
of the produce will not leave a fair remuneration for the cap 
employed, according to the general rate of profits, and a ren 
Jeast equal to the rent of the land in its former state, no suffici 
motive can exist to undertake the projected improvement.” “ 
servations,” p. 22. [‘‘ Inquiry,” p. 38, 39.] 
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© maintain families. In America, population increases 
apidly, because food can be produced at a cheap price, and 
ot because an abundant supply has been previously pro- 
ided._ In Europe population increases comparatively 
lowly, because food cannot be produced at a cheap value. 
n the usual and ordinary course of things, the demand for 
Il commodities precedes their supply. By saying, that 
orn would, like manufactures, sink to its price of produc- 
on, if it could not raise up demanders, Mr. Malthus can- 
ot mean that all rent would be absorbed; for he has him- 
lf justly remarked, that if all rent were given up by the 
mndlords, corn would not fall in price; rent being the 
fect, and not the cause of high price, and there being 
ways one quality of land in cultivation which pays no 
nt whatever, the corn from which replaces by its price, 
nly wages and profits. 

In the following passage, Mr. Malthus has given an able 
‘position of the causes of the rise in the price of raw pro- 
uce in rich and progressive countries, in every word of 
hich I concur ; but it appears to me to be at variance with 
me of the propositions maintained by him in his Essay 
1 Rent. “TI have no hesitation in stating, that, indepen- 
sntly of the irregularities in the currency of a country, 
id other temporary and accidental circumstances, the 
use of the high comparative money price of corn is its 
gh comparative real price, or the greater quantity of 
pital and labour which must be employed to produce it; 
id that the reasons why the real price of corn is higher, 
1d continually rising in countries which are already rich, 
1d still advancing in prosperity and population, is to be 
und in the necessity of resorting constantly to poorer 
nd, to machines’ which require a greater expenditure to 
ork them, and which consequently occasion each fresh 
dition to the raw produce of the country to be purchased 
a greater cost; in short, it is to be found in the impor- 
nt truth, that corn in a progressive country, is sold at a 
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price necessary to yield the actual supply; and that, as 
this supply becomes more and more difficult, the price rises 
in proportion.’ * 

The real price of a commodity is here properly stated to 
depend on the greater or less quantity of labour and capi- 
tal (that is, accumulated labour) which must be employed 
to produce it. Real price does not, as? some have con- 
tended, depend on money value; nor, as others have said. 
on value relatively to corn, labour, or any other com- 
modity taken singly, or to all commodities collectively : 
but, as Mr. Malthus justly says, “ on the greater (or less) 
quantity of capital and labour which must be employed tc 
produce it.” 

§ 147. Among the causes of the rise of rent, Mr. Mal 
thus mentions, ‘such an increase of population as wil 
lower the wages of labour.” But if, as the wages 0: 
labour fall, the profits of stock rise, and they be togethe: 
always of the same value,’ no fall of wages can raise rent 
for it will neither diminish the portion, nor the value o! 
the portion of the produce which will be allotted to th 
farmer and labourer together; and, therefore, will no’ 
leave a larger portion, nor a larger value for the landlord 
In proportion as less is appropriated for wages, more wil 
be appropriated for profits, and vice versd. This division 
will be settled by the farmer and his labourers, withou 
any interference of the landlord; and, indeed, it is : 
matter in which he can have no interest, otherwise than a 
one division may be more favourable than another, to ney 
accumulations, and to a further demand for land. I 
wages fell, profits, and not rent, would rise. If wage 
rose, profits, and not rent, would fall. The rise of ren 
and wages, and the fall of profits, are generally the in 
evitable effects of the same cause—the increasing deman 

1 [ Inquiry,” ete., pp. 40, 41.] 
? (In Third Edition was printed ‘“‘has.”] 
* [§ 42.] pp. 89, 90. 
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or food, the increased quantity of labour required to pro- 
luce it, and its consequently high price. If the landlord 
vere to forego his whole rent, the labourers would not be 
n the least benefited. If it were possible for the labourers 
0 give up their whole wages, the landlords would derive 
10 advantage from such a circumstance; but in both cases 
he farmer would receive and retain all which they relin- 
juish. It has been my endeavour to show in this work, 
hat a fall of wages would have no other effect than to 
aise profits. Every rise of profits is favourable to the 
cumulation of capital, and to the further increase of 
population, and therefore would, in all probability, ulti- 
nately lead to an increase of rent. 

§ 148. Another cause of the rise of rent, according to 
Mr. Malthus, is “ such agricultural improvements, or such 
nerease of exertions, as will diminish the number of 
abourers necessary to produce a given effect.” To this 
passage I have the same objection that I had against that 
vhich speaks of the increased fertility of land being the 
ause of an immediate rise of rent.’ Both the improve- 
nent in agriculture, and the superior fertility will give to 
he land a capability of bearing at some future period a 
ligher rent, because with the same price of food there will 
ye a great additional quantity; but till the increase of 
opulation be in the same proportion, the additional quan- 
ity of food would not be required, and, therefore, rents 
vould be lowered and not raised. The quantity that could 
mder the then existing circumstances be consumed, could 
e furnished either with fewer hands, or with a less quan- 
ity of land, the price of raw produce would fall, and capi- 
al would be withdrawn from the land.” Nothing can 
aise rent, but a demand for new land of an inferior quality, 
r some cause which shall occasion an alteration in the re- 


' [§ 31 and Appendix B.] 
2 See pp. 59, 60. 
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lative fertility of the land already under cultivation." 
Improvements in agriculture, and in the division of labour, 
are common to all land; they increase the absolute quan- 
tity of raw produce obtained from each, but probably do 
not much disturb the relative proportions which before 
existed between them.” 

§ 149. Mr. Malthus has justly commented on the error 
of Dr. Smith’s argument, that corn is of so peculiar a 
nature, that its production cannot be encouraged by the 
same means. that the production of all other commodities 
is encouraged. He observes, “It is by no means intende¢ 
to deny the powerful influence of the price of corn upor 
the price of labour, on an average of a considerable num 
ber of years; but that this influence is not such as t¢ 


1 Tt is not necessary to state, on every occasion, but it must bt 
always understood, that the same results will follow, as far as re 
gards the price of raw produce and the rise of rents, whether a 
additional capital of a given amount, be employed on new land, fo 
which no rent is paid, or on land, already in cultivation, if the’pre 
duce obtained from both be precisely the same in quantity. Se 

. 49. 
: M. Say, in his notes to the French translation of this work 
[Notes to c. ii. of French translation of Ricardo, 1819,] ha 
endeavoured to show that there is not at any time land in cultiva 
tion which does not pay a rent, an” having satisfied himself on thi 
point, he concludes that he has overturned all the conclusion 
which result from that doctrine. He infers, for example, that 
am not correct in saying that taxes on corn, and other raw produces 
by elevating their price, fall on the consumer, and do not fall o 
rent. He contends that such taxes must fall on rent. But befor 
M. Say can establish the correctness of this inference, he mus 
also show that there is not any capital employed on the land ff 
which no rent is paid (see the beginning of this note, and pace 
and 51, 52 of the present work) ; now this he has not attempted t 
do. In no part of his notes has he refuted, or even noticed th: 
important doctrine. By his note to page 182 of the second vol 
of the French edition, he does not appear to be aware that it 
even been advanced. [P. 53 seems to have been a wrong referen' 
In present edition consult §§ 26, 27.] 

2 [For bearing of this last remark see Appendix B.] 
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event the movement of capital to, or from the land, 
rhich is the precise point in question, will be made sufhi- 
iently evident, by a short inquiry into the manner m 
yhich labour is paid, and brought into the market, and 
y a consideration of the consequences to which the as- 
umption of Adam Smith’s proposition would inevitably 
ead.” ? 

Mr. Malthus then proceeds to show, that demand and 
igh price will as effectually encourage the production of 
aw produce, as the demand and high price of any other 
ommodity will encourage its production. In this view it 
rill be seen, from what I have said of the effects of 
ounties, that I entirely concur? I have noticed the 
assage from Mr. Malthus’s “Observations on the Corn 
‘aws,” for the purpose of showing in what a different 
ense the term real price is used here, and in his other 
amphlet, entitled “ Grounds of an Opinion,” etc. In this 
assage Mr. Malthus tells us, that “ it 1s clearly an increase 
f real price alone which can encourage the production of 
orn,” ° and, by real price, he evidently means the increase 
n its value relatively to all other things; or, in other 
vords, the rise in its market above its natural price, or the 
ost of its production. If by real price this is what is 


1 ¢Qbservations on the Corn Laws,” p. 4 [really 5]. 

2 [§ 107.] : 

3 [This is not quite correct. The whole passage in Malthus 
“< Observations,” ete., pp. 4, 5) runs as follows : 

« We must begin, therefore, by an inquiry into the truth of Adam 
smith’s argument,” ete. 

The substance of his argument is, that corn is of so peculiar a 
ature, that its real price cannot be raised by an increase of its 
noney price ; and that, as it is clearly an increase of real price 
Jone, which can encourage its production. 

Malthus is summarizing Smith’s argument. It may, however, 
e added that so far as ‘‘real price” is concerned, Ricardo’s inter- 
retation would apply to Malthus. Cf. use of the expression by him 
n other passages. “‘ Observations,” ete., pp. 8, 21, ete.] 


408 POLITICAL ECONOMY. (CHAP. XXXII. 


meant, although I do not admit the propriety of thus 
naming it, Mr. Malthus’s opinion is undoubtedly correct ; 
it is the rise in the market price of corn which alone en- 
courages its production ; for it may be laid down as a prin- 
ciple uniformly true, that the only great encouragement to 
the increased production of a commodity, is its market 
value exceeding its natural or necessary value. 

But this is not the meaning which Mr. Malthus, on 
other occasions, attaches to the term, real price. In the 
Essay on Rent, Mr. Malthus says, by “the real growing 
price of corn, I mean the real quantity of labour and 
capital, which has been employed to produce the last addi- 
tions which have been made to the national produce.” In 
another part he states “the cause of the high comparative 
real price of corn to be the greater quantity of capital and 
labour, which must be employed to produce it.” 1 Suppose 
that in the foregoing passage we were to substitute this 
definition of real price, would it not then run thus ?>—* It 
is clearly the increase in the quantity of labour and capital 
which must be employed to produce corn, which alone can 
encourage its production.” This would be to say, that it 
is clearly the rise in the natural or necessary price of corn, 
which encourages its production—a proposition which 
could not be maintained. It is not the price at which corn 
can be produced, that has any influence on the quantity 
produced, but the price at which it can be sold. It is in 
proportion to the degree of the difference of its price above 
or below the cost of production, that capital is attracted to, 
or repelled from the land. If that excess be such as to 


' Upon showing this passage to Mr. Malthus, at the time when 
these papers were going to the press, he observed, ‘‘ that in these 
two instances he had inadvertently used the term real price, instead 
of cost of production. It will be seen, from what I have already 
said, that to me it appears, that in these two instances he has used 
the term seal price in its true and just acceptation, and that in the 
former case only it is incorrectly applied. 
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rive to capital so employed, a greater than the general 
rofit of stock, capital will go to the land; if less, it will 
9e Withdrawn from it. 

Té is not, then, by an alteration in the real price of corn 
hat its production is encouraged, but by an alteration in 
ts market price. It is not “ because a greater quantity of 
apital and labour must be employed to produce it, (Mr. 
Malthus’s just definition of real price,) that more capital 
nd labour are attracted to the land, but because the 
narket price rises above this its real price, and, notwith- 
tanding the increased charge, makes the cultivation of 
and the more profitable employment of capital.” 

§ 150. Nothing can be more just than the following ob- 
ervations of Mr. Malthus, on Adam Smith’s standard of 
alue. “ Adam Smith was evidently led into this train of 
rgument, from his habit of considering labowr as the 
tandard measure of value, and corn as the measure of 
ubour. But that corn is a very inaccurate measure of 
ubour, the history of our own country will amply demon- 
trate ; where labour, compared with corn, will be found to 
ave experienced very great and striking variations, not only 
rom year to year, but from century to century ; and for ten, 
wenty, and thirty years together. And that neither labour 
or any other commodity can be an accurate measure of real 
alue in exchange, is now considered as one of the most 
icontrovertible doctrines of political economy; and, indeed, 
ollows from the very definition of value in exchange.” + 

Tf neither corn nor labour are accurate measures of real 
alue in exchange, which they clearly are not, what other 
ommodity is ?—certainly none. If, then, the expression, 
2al price of commodities, have any meaning, it must be 
hat which Mr. Malthus has stated in the Essay on Rent 
-it must be measured by the proportionate quantity of 

pital and labour necessary to produce them. 


 [ Observations” ete., p. 12.] 
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In Mr. Malthus’s “Inquiry mto the Nature of Rent, 
he says, “ that, independently. of irregularities in the cur 
rency of a country, and other temporary and accidenta 
circumstances, the cause of the high comparative mone 
price of corn, is its high comparative real price, or th 
greater quantity of capital and labour which must be en 
ployed to produce it.” * 

This, I apprehend, is the correct account of all perma 
nent variations in price, whether of corn or of any othe 
commodity. A commodity can only permanently rise i 
price, either because a greater quantity of capital an 
labour must be employed to produce it, or because mone 
has fallen in value; and, on the contrary, it can only fa 
in price, either because a less quantity of capital an 
labour may be employed to produce it, or because mone 
has risen in value. 

A variation arising from the latter of these alternative: 
an altered value of money, is common at once to all com 
modities; but a variation arising from the former cause, I 
confined to the particular commodity requiring more 0 
less labour in its production. By allowing the free impo} 
tation of corn, or by improvements in agriculture, ra’ 
produce would fall; but the price of no other commodit 
would be affected, except in proportion to the fall in th 
real value, or cost of production, of the raw produce, whie 
entered into its composition. 

Mr. Malthus, having acknowledged this principle, car 
not, I think, consistently maintain that the whole mone 
value of all the commodities in the country must sin 
exactly in proportion to the fall in the price of corn. 1] 
the corn consumed in the country were of the value of te 
millions per annum, and the manufactured and foreig 
commodities consumed were of the value of twenty millions 
making altogether thirty millions, it would not be admis 

1 Page 40. t 
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sible to infer that the annual expenditure was reduced to 
15 millions, because corn had fallen 50 per cent., or from 
LO to 5 millions, 

The value of the raw produce which entered into the 
vomposition of these manufactures might not, for example, 
xceed 20 per cent. of their whole value, and, therefore, the 
‘all in the value of manufactured commodities, instead of 
eing from 20 to 10 millions, would be only from 20 to 18 
nillions ; and after the fall in the price of corn of 50 per 
ent., the whole amount of the annual expenditure, instead 
f falling from 30 to 15 millions, would fall from 30 to 23 
nillions.* 

This, I say, would be their value, if you supposed it pos- 
ible, that with such a cheap price of corn, no more corn 
ind commodities would be consumed; but as all those who 
iad employed capital in the production of corn on those 
ands which would no longer be cultivated, could employ 
t in the production of manufactured goods; and only a 
art of those manufactured goods would be given in ex- 
hange for foreign corn, as on any other supposition no 
dvantage would be gained by importation, and low prices; 
fe should have the additional value of all that quantity of 
aanufactured goods which were so produced, and not ex- 
orted to add to the above value, so that the real diminu- 
ion, even in money value, of all the commodities in the 
ountry, corn included, would be equal only to the loss 
f the landlords, by the reduction of their rents, while 
he quantity of objects of enjoyment would be greatly 
1creased. 

§ 151. Instead of thus considering the effect of a fall in 


1 Manufactures, indeed, could not fall in any such proportion, 
acause, under the circumstances supposed, there would be a new 
stribution of the precious metals among the different countries, 
ur cheap commodities would be exported in exchange for corn 
id gold, till the accumulation of gold should lower its value, and 
ise the money price of commodities. 
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the value of raw produce ; as Mr. Malthus was bound te 
do by his previous admission ; he considers it as precisely 
the same thing as a rise of 100 per cent. in the value o: 
money, and, therefore, argues as if all commodities woulc 
sink to half their former price. 

“During the twenty years beginning with 1794,” he 
says, “and ending with 1813, the average price of Britisl 
corn per quarter was about eighty-three shillings; during 
the ten years ending with 1813, ninety-two shillings ; anc 
during the last five years of the twenty, one hundred anc 
eight shillings. In the course of these twenty years, th 
Government borrowed near five hundred millions of rea 
capital ; for which, on a rough average, exclusive of th 
sinking fund, it engaged to pay about five per cent. Bu 
if corn should fall to fifty shillings a quarter, and othe 
commodities in proportion, instead of an interest of abou 
five per cent., the Government would really pay an interes 
of seven, eight, nine, and for the last two hundred million: 
ten per cent. 

“Mo this extraordinary generosity towards the stock 
holders, I should be disposed to make no kind of objection 
if it were not necessary to consider by whom it is to k 
paid; and a moment’s reflection will show us, that it ca 
only be paid by the industrious classes of society, and th 
landlords; that is, by all those whose nominal income wi 
vary with the variations in the measure of value. Tl 
nominal revenues of this part of the society, compared wit 
the average of the last five years, will be diminished o1 
half, and out of this nominally reduced income, they wi 
have to pay the same nominal amount of taxes.” * 

In the first place, I think, I have already shown, th 
even the value of the gross income of the whole count 
will not be diminished in the proportion for which M 
Malthus here contends ; it would not follow, that becau 


1 «The Grounds of an Opinion,” ete., p. 36. 
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orn fell fifty per cent., each man’s gross income would be 
educed fifty per cent. in value ;1 his net income might be 
ctually increased in value.” 

In the second place, I think the reader will agree with 
1e, that the increased charge, if admitted, would not fall 
xclusively “on the landlords and the industrious classes 
f society: ” the stockholder, by his expenditure, contri- 
utes his share to the support of the public burdens in the 
ame way as the other classes of society. If, then, money 
ecame really more valuable, although he would receive a 
reater value, he would also pay a greater value in taxes, 
nd, therefore, it cannot be true that the whole addition to 
1e real value of the interest would be paid by “ the land- 
rds and the industrious classes.”’ 

The whole argument, however, of Mr. Malthus, is built 
n an infirm basis: it supposes, because the gross income 
E the country is diminished, that, therefore, the net 
come must also be diminished, in the same proportion. 
t has been one of the objects of this work to show, that 
ith every fall in the real value of necessaries, the wages 
f labour would fall, and that the profits of stock would 
se—in other words, that of any given annual value a less 
ortion would be paid to the labouring class, and a larger 
ortion to those whose funds employed this class. Suppose 
1e value of the commodities produced in a particular 
1anufacture to be £1,000, and to be divided between the 
aster and his labourers, in the proportion of £800 to 
ubourers, and £200 to the master; if the value of these 
mmodities should fall to £900, and £100 be saved from 
he wages of labour, in consequence of the fall of neces- 


‘Mr. Malthus, in another part of the same work, supposes 
mmmodities to vary 25 or 20 per cent. when corn varies 333. 

* [Ricardo’s reply is threefold. First, the price of all commc 
ities will not fall as assumed. Secondly, the stockholder himsel 
mtributes to the fund raised by taxation. Thirdly, taxes are paid 
it of the net and not the gross income.] 
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saries, the net income of the masters would be in no degre 
impaired, and, therefore, he could with just as mucl 
facility pay the same amount of taxes, after, as before th: 
reduction of price." 

It is of importance to distinguish clearly between gros! 
revenue and net revenue, for it is from the net revenue 0 
a society that all taxes must be paid.? Suppose that al 
the commodities in the country, all the corn, raw produce 
manufactured goods, etc., which could be brought 
market in the course of the year, were of the value of 2' 
millions, and that in order to obtain this value, the labow 
of a certain number of men was necessary, and that thi 
absolute necessaries of these labourers required an expen) 
diture of 10 millions. I should say that the gross revenw 
of such society was 20 millions, and its net revenue 1 
millions. It does not follow from this supposition, tha 
the labourers should receive only 10 millions for thes 
labour ; they might receive 12, 14, or 15 millions, and i 
that case they would have 2, 4, or 5 millions of the ne 
income. The rest would be divided between landlords an! 
capitalists; but the whole net income would not exceed 1 
millions. Suppose such a society paid 2 millions in taxey 
its net income would be reduced to 8 millions. ; 

Suppose now money to become more valuable by ons 
tenth, all commodities would fall, and the price of labow 
would fall, because the absolute necessaries of the labours 


) Of net produce and gross produce, M. Say speaks as follow’ 
“‘ The whole value produced is the gross produce ; this value, aft. 
deducting from it the cost of production, is the net produce) 
[Fifth edition.] Vol. ii. p. 491. There can then be no net pr 
duce, because the cost of production, according to M. Say, consis 
of rent, wages, and profits. In page 508, he says, ‘‘ The value of! 
product, the value of a productive service, the value of the cost 
production, are all then similar values, whenever things are left } 
their natural course.” Take a whole from a whole, and nothi 
remains. 

2 [§ 118.] 


a 
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ormed a part of those commodities, consequently the 
ross income would be reduced to 18 millions, and the 
et income to 9 millions. If the taxes fell in the same 
roportion, and, instead of 2 millions, £1,800,000 only 
rere raised, the net income would’ be further reduced to 
17,200,000, precisely of the same value as the 8 millions 
ere before, and therefore the society would neither be 
sers nor gainers by such an event. But suppose that 
[ter the rise of money, 2 millions were raised for taxes as 
efore, the society would be poorer by £200,000 per annum, 
1eir taxes would be really raised one-ninth. To alter the 
ioney value of commodities, by altering the value of 
ioney, and yet to raise the same money amount by taxes, 
then undoubtedly to increase the burthens of society. 
But suppose of the 10 millions net revenue, the land- 
rds received five millions as rent, and that by facility of 
roduction, or by the importation of corn, the necessary 
st of that article in labour was reduced 1 million, rent - 
ould fall 1 million,’ and the prices of the mass of commo- 
ties would also fall to the same amount, but the net revenue 
ould be just as great as before; the gross income would, 
is true, be only 19 millions, and the necessary expenditure 
obtain it 9 millions, but the net income would be 10 
illions. Now suppose 2 millions raised in taxes on this 
minished gross income, would the society altogether be 
sher or poorer? Richer, certainly; for after the payment 
their taxes, they would have, as before, a clear income of 
millions to bestow on the purchase of commodities, which 
\d increased in quantity, and fallen in price, in the pro- 
tion of 20 to 19; not only then could the same taxation 
endured, but greater, and yet the mass of the people be 
tter provided with conveniences and necessaries. 
If the net income of the society, after paying the same 
oney taxation, be as great as before, and the class of 


| [I.e., labour not having to be exerted under conditions so un- 
vourable. ] 
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landholders lose 1 million from a fall of rent, the othe 
productive classes must have increased money incomes 
notwithstanding the fall of prices. The capitalist will the 
be doubly benefited; the corn and butcher's meat cor 
sumed by himself and his family will be reduced in price 
and the wages of his menial servants, of his gardeners, an 
labourers of all descriptions, will be also lowered. Hii 
horses and cattle will cost less, and be supported at a les 
expense. All the commodities in which raw produce enter 
as a principal part of their value, will fall. This aggregat 
amount of savings, made on the expenditure of income, a 
the same time that his money income is increased, wi. 
then be doubly beneficial to him, and will enable him ne 
only to add to his enjoyments, but to bear additions 
taxes, if they should be required: his additional consumy 
tion of taxed commodities will much more than make w 
for the diminished demand of landlords, consequent on thi 
reduction of their rents. The same observations apply t 
farmers and traders of every description. 

But it may be said, that the capitalist’s income will ne 
be increased; that the million deducted from the land 
lord’s rent, welt be paid in additional wages to labourers 
Be it so; this will make no difference in the argument! 
the situation of the society will be improved, and they wi’ 
be able to bear the same money burthens with greate 
facility than before; it will only prove what is still mor 
desirable, that the situation of another class, and by fa 
the most important class in society, is the one which * 
chiefly benefited by the new distribution. All that the 
receive more than 9 millions, forms part of the net incom) 
of the country, and it cannot be expended without addin 
to its revenue, its happiness, or its power. Distribute they 
the net ineome as you please. Give a little more to 
class, and a little less to another, yet you do not theret 
diminish it; a greater amount of commodities will be s 
produced with the same labour, although the amount 0 
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he gross money value of such commodities will be dimi- 
ished ; but the net money income of the country, that 
und from which taxes are paid and enjoyments procured, 
rould be much more adequate, than before, to maintain 
he actual population, to afford it enjoyments and luxuries, 
nd to support any given amount of taxation. 

That the stockholder is benefited by a great fall in the 
ulue of corn, cannot be doubted ; but if no one else be 
jured, that is no reason why corn should be made dear: 
x the gains of the stockholder are national gains, and 
crease, as all other gains do, the real wealth and power 
the country. If they are unjustly benefited, let the 
gree in which they are so, be accurately ascertained, and 
en it is for the legislature to devise a remedy ; but no 
)licy can be more unwise than to shut ourselves out from 
e great advantages arising from cheap corn, and abun- 
int productions, merely because the stockholder would 
ive an undue proportion of the increase. 

To regulate the dividends on stock by the money value 

corn, has never yet been attempted. If justice and good 
ith required such a regulation, a great debt is due to the 

1 stockholders; for they have been receiving the same 
mney dividends for more than a century, although corn 
8, perhaps, been doubled or trebled in price.’ 

But it is a great mistake to suppose, that the situation 
the stockholder will be more improved than that of the 
mer, the manufacturer, and the other capitalists of the 
antry ; it will, in fact, be less improved. 

The stockholder will undoubtedly receive the same 


Mr. M‘Culloch, in an able publication, has very strongly con- 
ded for the justice of making the dividends on the national debt 
form to the reduced value of corn. He is in favour of a free 
le in corn, but he thinks it should be accompanied by a reduc- 
1 of interest to the national creditor. [Work referred to thus is 

Essay on the Question of reducing the Interest of the National 

t,” in which the justice and expediency of that measure are 
tblished, 1816. 

EQ 
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money dividend, while not only the price of raw produce 
and labour fell, but the prices of many other things inte 
which raw produce entered as a component part. This 
however, is an advantage, as I have just stated, which h: 
would enjoy in common with all other persons who ha¢ 
the same money incomes to expend :—his money incom 
would not be increased; that of the farmer, manufacture 
and other employers of labour would, and consequent: 
they would be doubly benefited. 

Tt may be said, that although it may be true that capi 
talists would be benefited by a rise of profits, in conse 
quence of a fall of wages, yet that their incomes would bi 
diminished by the fall in the money value of their comme 
dities. What is to lower them? Not any alteration in thi 
value of money, for nothing has been supposed to occur fi 
alter the value of money. Not any diminution in thi 
quantity of labour necessary to produce their commodities 
for no such cause has operated, and if it did operate, woul 
not lower money profits, though it might lower mone 
prices. But the raw produce of which commodities am 
made, is supposed to have fallen in price, and, therefore 
commodities will fall on that account. ‘True, they wi 
fall, but their fall will not be attended with any dimin 
tion in the money income of the producer. If he sell 
commodity for less money, it is only because one of ti 
materials from which it is made has fallen in value. 
the clothier sell his cloth for £900 instead of £1,000, 
income will not be less, if the wool from which it is mad 
has declined £100 in value. 

Mr. Malthus says, ‘“‘ It is true, that the last additions 
the agricultural produce of an improving country, are 
attended with a large proportion of rent; and it is 
cisely this circumstance that may make it answer to a 
country to import some of its corn, if it can be secure 
obtaining an equable supply. But in all cases the imp' 
tation of foreign corn must fail to answer nationally, 1 
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not so much cheaper than the corn that can be grown 
i home, as to equal both the profits and the rent of the 
rain which it displaces.” —Grounds, ete., p. 36. 

In this observation Mr. Malthus is quite correct; but 
1ported corn must be always so much cheaper than the 
rn that can be grown at home, “as to equal both the 
‘ofits and the rent of the grain which it displaces,” If it 
ere not, no advantage to any one could be obtained by 
1porting it. 

As rent is the effect of the high price of corn, the loss of 
nt is the effect of a low price. Foreign corn never 
ters into competition with such home corn as affords a 
ot; the fall of price invariably affects the landlord till 
e whole of his rent is absorbed ;—if it fall still more, 
e price will not afford even the common profits of stock ; 
pital will then quit the land for some other employment, 
d the corn, which was before grown upon it, will then, 
d not till then, be imported. From the loss of rent, 
ave will be a loss of value, of estimated money value, but, 
sre will be a gain of wealth. The amount of the raw 
oduce and other productions together will be increased ; 
m the greater facility with which they are produced, 
xy will, though augmented in quantity, be diminished in 
ue, 

['wo men employ equal capitals—one in agriculture, the 
ler in manufactures. That in agriculture produces a 
;annual value of £1,200 of which £1,000 is retained 
profit, and £200 is paid for rent; the other in manu- 
tures produces only an annual value of £1,000, Sup- 
se that by importation, the same quantity of corn which 
+ £1,200 can be obtained for commodities which cost 
50, and that, in consequence, the capital employed in 
‘iculture is diverted to manufactures, where it can pro- 
se a value of £1,000, the net revenue of the country 
1 be of less value, it will be reduced from £2,200 to 
,000; but there will not only be the same quantity of 
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commodities and corn for its own consumption, but also as 
much addition to that quantity as £50 would purchase. 
the difference between the value at which its manufac. 
tures were sold to the foreign country, and the value of the 
corn which was purchased from it. 

Now this is precisely the question respecting the advan. 
tage of importing, or growing corn; it never can be im 
ported till the quantity obtained from abroad by the 
employment of a given capital exceeds the quantity whicl 
the same capital will enable us to grow at home,—exceed. 
not only that quantity which falls to the share of th 
farmer, but also that which is paid as rent to the landlord 

Mr. Malthus says, “It has been justly observed b; 
Adam Smith, that no equal quantity of productive labow 
employed in manufactures can ever occasion so great 
reproduction as in agriculture.” If Adam Smith speak: 
of value, he is correct ;' but if he speaks of riches, whic’ 
is the important point, he is mistaken; for he has himse) 
defined riches to consist of the necessaries, convenience} 
and enjoyments of human life. One set of necessaries an 
conveniences admits of no comparison with another set 
value in use cannot be measured by any known standard 
it is differently estimated by different persons. 


' [§ 122, p. 335, note. J 
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RICARDO AND HIS CRITICS, 


HE alteration in treatment which Ricardo’s work has met 

with at the hands of his. successors in economic study is 
sry remarkable. At one time, no name could more effectually 
narantee an opinion against contemptuous treatment; at the 
resent, the mere suggestion that such and such a view was held 
y Ricardo sounds an initial note of discredit. No doubt there 
some sort of connection between the two attitudes. One ex- 
eme leads to another; and the impartial reader may amuse 
imself by constructing the bridge whereby passage is achieved 
om Mill, who could not think too highly of Ricardo,’ to Jevons 
nd Held, who could not think too lowly of him. 

No doubt there is much that is faulty in Ricardo, Much 
ay be said, as much has been said, against the deductive method ; 
1e question of hypothe tical treatment is one on which there will 
tinue to be a great difference of opinion; his frequent loose 
xrminology, and his less frequent but more important logical 
accuracy, no doubt deserve condemnation. But still, though 
riticism be not only granted, but welcomed, it should be just 
nd well considered. It is above all things necessary that critics 
hould criticise Ricardo, and not be allowed to set up a figure 
alled by his name in order to exhibit their skill in knocking it 
own. That such is their aim is highly improbable, but the 
urrent of opinion is too strong for them. When they come 
‘ithin sight of Ricardo, they fail to preserve their intellectual 
quilibrium and, too often, the evenness of their temper, 

The exact value of the body of anti-Ricardian criticism may 
e briefly summarised. In a scientific sense it has resulted, no 
oubt, in two great advantages. In the first place, the nature of 


1 A. Bain, ‘Life of James Mill,” p. 209. 
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the assumptions on which he proceeded has been exhibited; i 
the second place, the stability of certain of those assumptions ha 
been called in’question. But here I wish to call attention rathe 
to the nature of the criticism itself than to its total achievement 

Of the critics whom I have selected by way of example, 
desire to express my warm admiration so far as their own con 
structive work is concerned. They are selected, not becaus, 
they stand alone, but because their eminence and their own suc 
cessful labours seem to attach importance to their utterances 
Others, indeed, have joined in the crusade; but for the mos 
part they fall into the rear, either from the contradictions ir 
volved in their critical estimates, as in the case of the lat. 
Arnold Toynbee, or from the secondary place which the refer 
ences to Ricardo are given in their writings, as in the case C 
Professor Thorold Rogers. Three, however, are so prominen 
that a careful examination of the character of their criticism 
seems worth while,—Professors Jevons, Ingram, and Held. I 
is difficult to write of the first and the last of this illustriow 
trio. In each case an untimely death broke in upon the wor. 
which they were engaged in performing, in each case economi 
study has met with a severe loss. But, difficult though the tas 
may be, it is called for by the notoriety which their publication 
have attained. ! 

To begin with Jevons. Most economic students are familia 
with the passage in which Jevons states his view with regar 
to the position of Ricardo in the history of economic theo 
Ricardo was “ that able but wrong-headed man” who “shunte: 
the car of economic science on to a wrong line.” The sayin 
has the brilliancy of an epigram, but also its obscurity. 1 
is very difficult to know what Jevons really meant. It ma 
be inferred that he intended to convey the impression that 
till Ricardo misused the levers, the car was proceeding alo 
the right line. But, so far as I can judge from some stud) 
of the economic literature for the fifteen years or so precedin 
the appearance of Ricardo, nothing can be more erroneous tha 
such an opinion. If we look at the works of men so wid 
different in character as Charles Ganilh, Von Jakob, Germ 
Garnier, Boileau, we find in all the same abstract tendency a 
the same attempt to furnish forth a theory based on hypothe 
The only conspicuous difference between them and Ricardo 
that he succeeds more fully than they. 
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But it may be urged that Jevons does not disapprove of the 
ttempt, that what he decries are certain of the assumptions made 
y Ricardo. Two leading assumptions are: first, the depen- 
lence of the price of labour on the price of provisions; secondly, 
he relation of population to the food supply of the working 
lasses. Now, neither of these was new. ‘The first was a part 
f the physiocratic doctrine, which specifically states that the 
vages of labour are proportioned to the price of provisions.’ 
Juesnay, at any rate, leaves his readers in no doubt as to his 
neaning: he says, “There is no ground for believing that the 
heapness of provisions is advantageous to the lower classes.” ; 
Yor is the second less explicitly adopted by the forerunners of 
Zicardo. Ganilh surely puts the matter plainly, when he says, 
‘An increase of wealth is always followed by an increase of 
yopulation.”* Moreover, as we know, this part of Ricardo’s 
eaching was borrowed from Malthus, so that at least it would 
,e more fair to speak of Ricardo as not being free from Mal- 
husian errors than of Malthus as “not being free from Ricardian 
rrors.”* As I take it, these are two of ‘“‘ the mazy and prepos- 
erous assumptions of the Ricardian school” which Jevons urges 
hould be “flung aside” “once and for ever.” Perhaps so; 
yut in these instances Ricardo was not the man who began the 
hunting of the car. 

From other parts of Jevons’s Preface, indeed, it would seem 
hat he quarrels with Ricardo rather because of what he did not 
lo than because of what he did do. Ricardo ought to have in- 
roduced the mathematical treatment; but he did not. Else- 
vhere, again, certain objections are more openly advanced against 
Ricardo with regard to his treatment of wages. So far as may 
be judged, he is regarded as the author of the wages-fund theory. 
This, together with the cost-of-production theory of value, and 
the idea of the natural rate of wages, is definitely said to be 
Ricardian, and to be misleading or false. But, though so much 
's stated, I do not think that it can be substantiated. In the 
srude form to which so much objection was justly taken, Ricardo 
certainly did not hold the wages-fund theory ; and it is just as 


1 « Physiocratic Maxims,” No. 19. 

2 Quesnay’s collected Works, p. 335. 

3 Ganilh, “‘ System of Political Economy,” p. 142. 

4 Jevons’s “‘ Theory of Political Economy,” Preface, p. 57. 
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great a mistake to attribute its authorship to him as to attribute 
its demolition to the attacks of the late Professor Cairnes, its 
most earnest advocate, who attacked its critics and restated it 
himself. But Jevons makes both mistakes. 

The theory of rent Jevons apparently accepts. He even goes 
so far as to make it the basis of a new theory of wages, which is, 
of course, to be founded on something more solid than the “mazy 
and preposterous assumptions of Ricardo.” ‘“ Wages,” to use 
his own words, “must enter into the calculation [of value] on 
exactly the same footing as rent, . . . so far as cost of produc- 
tion regulates the value of commodities.” Here cost of pro- 
duction is brought back, and brought back by one who had cast 
himself free from it. Let us consider for a moment the parallel 
thus stated. There are certain differences between the condi- 
tions under which labour and land are employed. In the case 
of land, there is the theoretic margin of cultivation; but, in the 
case of labour, that margin does not mean anything other than 
the minimum paid for the lowest labour in order to keep it alive. 
This would be Ricardo’s natural rate of wages ; and above it he 
himself has stated, though most imperfectly, that there exists 
some sort of graduated scale. Again, labour eannot lie on one 
side till it be worth one’s while to bring it into cultivation, as 
may land. Some theory, therefore, is necessary as to the relation — 
between the rate of the population and the economic demand for 
it. One of the mazy assumptions flung aside for ever must be 
brought in, or its place supplied. 

Tn fine, so far as I can see, Jevons did not criticise the funda- 
mental theories and assumptions of Ricardo from an independent 
standpoint. He contented himself with attacking, and, as I 
hope I have shown, attacking somewhat erratically, his reputa~ 
tion. So far as his own work is concerned, some of, the very 
assumptions which did, indeed, require investigation, are taken 
for granted. | 

The next critic to whom I would refer is Professor Ingram 
As might be expected, he enters on his task in a wholly diffe- 
rent manner. His attack proceeds almost entirely from the 
historical side, and he has taken some trouble to arrive at a 
conclusion as to the position occupied by Ricardo in the history 
of economic theory. His results are stated in two articles, under 
the titles “ Political Economy” and “ Ricardo,” published in 
the “Encyclopedia Britannica.” So far as his work is exposi- 
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ary, but little exception can be taken to it, Ricardo is well 
iterpreted, and the leading assumptions on which his theory is 
ased are ably stated. On some points, it is true, correction 
lay be attempted. It is hardly fair to Ricardo to make the 
iggestion contained in the following quotation: “It would be an 
rror to believe, though Ricardo sometimes seems to imply it, 
1at such difference [involved in the existence of a series of soils 
different degrees of fertility] is a necessary condition of rent.! 
he word “sometimes” is a saving clause. Ricardo was at 
mes negligent in expression and often far too brief; but that 
2 perceived such a difference not to be necessary in order that 
nt should arise, is shown very clearly in several passages in his 
Principles,” by none more clearly than the illustration on 
ize 314." It would surely have been better to have omitted a 
mtence which, if it has any meaning at all, must be taken as a 
gestion that Ricardo was really unaware of a fact previously 
ated by him in the clearest terms.’ Curiously enough, Professor 
arshall has seen reason to attribute this precise emendation of 
e theory of rent to Ricardo himself. Again, in the discussion * 
| Ricardo’s chapter on gross and net revenue, Professor Ingram 
rgets to add that Ricardo himself states that his only object is 
controvert Adam Smith on a particular point. But it is un- 
cessary here to do more than draw attention to this negligence, 
cause I shall have occasion to comment somwhat fully on a 
nilar failing in the case of Held, whom Professor Ingram ex- 
essly quotes. 

But it is rather to his ultimate criticism of Ricardo than to 
‘remarks on any particular passage that I want to draw atten- 
mn. No one can object to the general condemnation pro- 
unced on the deductive method employed by Ricardo. So 
ich is at any rate perfectly fair. It means little more than 
s: Professor Ingram prefers the historical method. But, as 
ave already remarked, it is somewhat hard to credit Ricardo 
th the main responsibility for its introduction. It is also a 
le harsh to remark that his whole economic system is developed 
his “Principles.” So far as he wrote at all, no doubt this is 


Ingram’s ‘‘ History of Political Economy” (book form), pp. 
y L227. 

See also pp. 47-49. 3 « Principles,” p. 58, lines 2-6. 
“History,” p. 135. 
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the case; but, as it would be unjust to state that a writer o 
currency put his whole economic system into his monetary exp¢ 
sition, so it is in the case of a writer on distribution. The 
Ricardo considered the exposition of the problems of distributio 
“the true object of the science”* is undoubted, but this ws 
because he deemed inquiry into the nature and causes of weallt 
a delusive one. In other words, he gave his whole attentio 
to that inquiry which allowed of the use of the deductiy 
method. 

But there is another passage of more importance. In h 
article on Ricardo, Professor Ingram has the following sei 
tence :— 

“© Rent,’ he [Ricardo] says, ‘is in all cases a portion of tl 
profits previously obtained on the land, a proposition by whic 
for the sake, it is to be feared, of creating a political prejudic 
he obscures his own doctrine that rent can never be a part 
profits.” 

As I shall have to deal with this assertion when formulati 
bodily, I shall not here devote much space to its examinatio 
since it is only insinuated; but I must express my own reg? 
that such a charge, when unsubstantiated, should disfigure 
writing of so honourable a critic as Professor Ingram.” Bi 
though it will be time enough presently to examine the fac 
which Professor Held adduces in support of his imputations 
intellectual dishonesty, the present is certainly the place for a ft 
words as to the nature of Professor Ingram’s criticism. Ricare 
he fears, was so bent on creating a political prejudice that 
does not hesitate to go the extreme length of laying down a pr 
position somewhat or apparently at variance with his own tr 
doctrine. To prove this, a sentence is taken out of its conte: 
and, in consequence, is deprived of the one word “ then,” whit 
in this instance, is important as showing that it is but the ce 
clusion of an argument. Let us look at the conclusion as Ricar 
himself states it :— | 

“Rent, then, is in all cases a portion of the profits pi 


« “ Letters to Malthus,” p. 175. ; 

* Its injustice is shown most clearly by a similar passage in! 
private correspondence with Malthus (‘‘ Letters,” p. 59): ‘I thi 
too, that rents are in no case a creation of wealth” [i.¢., ric! 
“they are always a part of the wealth already created,” etc. 
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viously obtained on the land. It is never a new creation of 
revenue, but always part of a revenue already created.” 

Ricardo had been occupied for some few pages in explaining 
the genesis of rent from that stage when, as he says, “the whole 
produce, after deducting the outgoings belonging to cultivation, 
will be the profits of capital, and will belong to the owner of such 
capital, without any deduction whatever for rent.” He traces 
che manner in which this condition gives place to another, and 
‘ent arises. His argument runs as follows: “ At one time, no 
art of the produce obtained on a certain piece of land was paid 
n rent; for all the produce after the payment of the expenses 
»f production went to the person who chose to employ his capital 
n cultivating Jand, of which there was abundance. The land in 
ultivation is equal in fertility, and each portion of capital em- 
loyed produces the same return.”* But this cannot always con- 
inue; and ultimately a certain portion of this produce, owing to 
he inequalities of the fertility of the soil under cultivation, and 
he difference in the respective returns, will have to be paid for 
he privilege of holding this particular land. Now, I for my part 
uil to understand, and I think I shall not find myself in disagree- 
1ent with any who will turn to the essay, how this argument at 
ll obscures the doctrine that true rent cannot form part of profits. 
)f course, it cannot ; but Ricardo himself never suggests that it 
oes. What he asserts is that a portion of produce which at one 
ime and under certain circumstances would accrue to one party 
; under other circumstances paid to another. 

Professor Ingram complains many times that Ricardo was not 

man of strong social sympathy. In one passage, he is even 
lore explicit. He states his regret that Ricardo’s works con- 
in no outbursts of feeling such as those appearing in the pages 
f Adam Smith. With the definite complaint of Professor 
gram, who did not know Ricardo, I will contrast the state- 
ents of two who did. Joseph Hume said: “ The general in- 
rest of the working class was the single object he had in view”; 
id Mr. Huskisson mentioned “his evident anxiety to do what 
2 thought right, to seek the good of his country, and to pursue 
) other object.” 

The attacks of others dwindle into insignificance when con- 


' « Essay on the Influence of a Low Price of Corn,” Works, 
374, lines 1-16. 
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trasted with the language and methods adopted by the late 
German scholar, Professor Adolf Held. The genuine air of 
seventeenth-century criticism breathes through his onslaughts. 
In vigour and in brilliancy of insinnation, they approach the epis- 
tles against Salmasius. He conjures up a heartless, dishonest, and 
muddle-headed writer, to whose destruction he is vowed. Some 
brief notice is given to the attempted defence of his victim and 
his victim’s methods. But it is brought forward only to be swept 
away with a sentence :— 

“Wenn man aber bedeutende Schriftsteller als Erscheinun- 
gen im Leben der ganzen Zeit und des ganzen Volkes betrach- 
tet, so gilt auch von ihren Werken das Wort, ‘An ihren Friichten 
werdet ihr sie erkennen.’” 

Armed with this test, he sets out on his task. Ricardo is to 
be known from his works, and, so far as can be judged, from these 
Works as collected and edited by McCulloch in 1846. Cer- 
tainly, Professor Held knows him from no other source ; and, as 
I hope to be able to show, he exhibits but an imperfect acquaint- 
ance with these. It may seem doubtful whether even the high 
authority quoted by him justifies a critic in actually accusing a 
writer of interested motives in framing his scientific theories, be- 
cause the critic believes that the interest of the writér and the 
direction of the theory may be identical. But for himself Pro- 
fessor Held has solved the doubt. Ricardo’s teaching, he assures 
us, “ proceeds simply (einfach) from the hatred of the financia 
capitalist against the landed interest.”! “In his whole system 
he was the defender of the moneyed interest.” The interest 0 
capital was the only thing in his mind, That secured, it is i 
matter of indifference whether men live. When reading his tract 
on money, we are told, “One reflects involuntarily that Ricard: 
was a creditor of the State.”? In this last connection, there is ai 
admission: ‘In these writings, Ricardo appears less conspicu 
ously as the defender of the interest of a class than in his ‘ Primi 
ciples’ and in the pamphlets on the Corn Trade.” But mark thi 
cunning of the admission. He is not sure about Ricardo’s i 
tegrity even here. His attitude is “less conspicuous.” It migh 
be that under this appearance of comparative innocence there 
some hiddén motive. And yet another disappointment. A gl 


1 «Zwei Biicher zur socialen Geschichte Englands,” pp. 176; 1 
2 Ibid., pp. 186, 195, 199. 
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ut the introduction must have shown the critic that Ricardo was 
1 very considerable land-owner himself. In point of fact, his 
landed property was very great indeed ; and he did not know him- 
self on which side his chief interest lay. The chimera, conjured 
1p at so great pains, was threatened, and might have failed but 
or a happy inspiration. ‘True, he tells us, Ricardo was himself 
1 land-owner; but why? The champion of historical accuracy 
ells us he became a land-owner because ‘he followed the im- 
julse of his race in the endeavour to combine with wealth high 
solitical and social importance.” Can an attack be expected to 
x0 further ? 

The quotations I have given are, so far as possible, literal ren- 
lerings from the text; and yet, so far as I am aware, there is 
10t a particle of foundation for any one of the statements. More 
han that, I do not believe that Professor Held had in his posses- 
‘ion any evidence to substantiate them. Calumny was rife enough 
n Ricardo’s own time, in the hands of Cobbett and in the mouth 
f political opponents; but it was reserved for a German pro- 
essor, a laborious student and a high-minded gentleman, to con- 
ummate their imperfect attempts, and to hurl against an author, 
vhose work he disliked, an accusation both most monstrous and 
nost untrue. Such is the issue in the first attempt to judge an 
vuthor “by his works.” 

The next attempt is a little more satisfactory. Professor 
Held endeavours to show that Ricardo is to be blamed because 
lis writings cannot be considered a complete manual of national 
sconomy. Ricardo shows a want of regard for the common weal 
‘Gemeinsinn). As he justly says, much more is needed than 
Ricardo offers. This. is true; but, before anathematizing Ricardo 
or “his most cynical representation of the State and society,” it 
vould have been just to consider whether Ricardo imagined that 
1e was giving such a representation. Is it judging by his works 
o neglect the Preface to the “ Principles,” and to remark, with 
\aive indifference, that “not only what Ricardo says is significant 
interessant), but also what he does not say” ?? Whatever others 
nay have claimed for Ricardo, Ricardo never claimed for himself 


1 «< Zwei Biicher,” p. 195. 

2 Ibid., p. 191: ‘‘ Er spricht niemals von anderen Interessen als 
ndividuen, niemals yon der Nothwendigkeit, dem Staate und 
jSheren Ideen etwas zu opfern.” 
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the position for which Held urges his unfitness. For once, thc 
critic is in agreement with his author. The Preface to the 
“Principles” is most explicit on two points. In the first place. 
Ricardo was applying himself to the problem of distribution, 
which, he says, had been treated by others but imperfectly, be- 
cause the nature of rent had not been understood ; in the second 
place, he states that his own treatment, even if it be found to be 
correct, will need much fuller development. So far as we know. 
the view which Ricardo held as to the incomplete nature of his 
book was held also by his immediate circle of friends. Grote, at 
any rate, distinctly avows it. Before Ricardo is reprobated for 
having assumed a lofty seat, it is necessary to show that he did 
-assume it. This Professor Held has not done. 

The next attempt is to show that Ricardo was a man without 
any feelings of human sympathy (Mangel an Humanitit). Ir 
this connection we meet, as might be expected, many references 
to das eherne Gesetz, which it seems to have been the particula 
delight of many German authors to attribute to Ricardo, and te 
Ricardo solely. But Professor Held admits that the recognition 
of a variable standard of comfort is incompatible with the view he 
takes of Ricardo; and, as he is unable to overlook -the very 
obvious language in which it is spoken of in the “ Principles,” he 
presents us with a dilemma. Hither the suggestion of variability 
is not made in good earnest (ernst gemeint) or, if it is, we must be 
prepared to throw over the eherne Gesetz. Professor Held does 
not have to make the choice of alternatives; for, from his subse- 
quent language, it is clear that he does not believe that Ricardc 
made the suggestion in good earnest, while at the same time he 
regards the law as mn great part fictitious. But he adduces other 
instances of this lack of humanity. Like Professor Ingram 
he quotes the passage in chapter xxvi.; unlike him, he doe: 
not forget to remark that it was written as a criticism on a par 
ticular passage in Adam Smith. He does worse, however: afte 
stating that this instance shows the difference between the tw 
economists m the clearest light, he makes no reference to a 
following paragraph of Ricardo’s :— 

“Tt is not on the grounds of any supposed advantage accrui 
from a large population, or of the happiness that may be enjoy: 
by a greater number of human beings, that Adam Smith suppo' 
the preference of that employment of capital which gives moti 
to the greatest quantity of industry, but expressly on the grou 
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f its increasing the powers of the country ; for he says that ‘ the 
iches and, so far as power depends on riches, the power of every 
ountry must always be in proportion to the value of its annual 
roduce, the fund from which all taxes must ultimately be paid., 
+ must, however, be obvious that the power of paying taxes is in 
roportion to the net, and not in proportion to the gross, revenue.” 

Here, however, Professor Held is not alone in his misunder- 
tanding. Ricardo was misunderstood by Say. But I must 
onfess that I am at a loss to conceive how any one could continue 
o make the mistake in the face of the note inserted in the later 
dition :— 

““M. Say has totally misunderstood me in supposing that I have 
onsidered as nothing the happiness of so many human beings. I 
hink the text sufficiently shows that I was confining my remarks 
o the particular grounds on which Adam Smith had rested it.” ? 

Lastly, Ricardo is equally unable to please Professor Held 
vith regard to his two doctrines of rent and wages. In continu- 
nee of the discussion of Ricardo’s personal interests, we are told 
hat the law of rent” is placed before us in his particular way, in 
rder that the land-owner may appear unpopular (unbeliebt). In 
upport of this assertion, the chief passages are quoted wherein 
ticardo exibits the tendency of rent to increase with new difficul- 
ies of production. In other places we find somewhat similar 
tatements. Ricardo insinuates, so we are told, that landed 
roperty is not compatible with natural justice.° It is true, 
Professor Held adds, that this is not explicitly stated; but, as 
thers made the deduction, he considers Ricardo responsible. 
ticardo’s actual aim was to show that it would be justifiable 
mit Recht) to take away the incomes of the land-owners. From 
his it would be natural to infer that Ricardo would have been 
axvourable to a heavy taxation of rents. But this was not the 
ase. Adam Smith considered ground rents as peculiarly fit 
ubjects for taxation : whereas Ricardo remarks, “ It would surely 
e@ very unjust to tax exclusively the revenue of any particular 


* « Principles,” p. 337. 

2 It is here somewhat interesting to remark that another critic 
pes in Ricardo’s exposition of the law of rent a subtle defence of 
he land-owning class. ‘The Ricardian Theory of Rent,” by H. M. 
osnett, p. 17. 

3 For this and following, ‘‘ Zwei Biicher,” pp. 184, 185. 
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class of the community.” ’ This statement of opinion is, however 
ignored or distrusted by our critic. At the conclusion of his 
most bitter passage, when the reader naturally expects some defi 
nite scientific criticism of Ricardo’s actual theory, he comes to * 
paragraph in which Professor Held contents himself with saying 
that “this is not the place to show that in the whole expositior 
there lay a limited (beschrdnkte) truth.” * 

The case is much the same when the wages theory is dealt 
with. Whatever Ricardo says is, in the eyes of his critic, 
wrong. The iron law of wages, by which the labourers are 
represented as living on an irreducible and terrible minimum, is 
attributed to Ricardo, and branded as inhuman. But, when the 
variable standard of comfort has to be spoken of, it is said that 
the acceptance of such a modification would overthrow the wage: 
theory, and deprive it of all meaning. It overthrows something 
else as well,—Professor Held’s theory about Ricardo. Once 
mentioned, therefore, it is left alone. A great deal is said about 
the eherne Gesetz, but nothing more about the variable standard 

These instances must suffice. There are others that might be 
quoted ; but they would but serve to illustrate the same tendency, 
and to show the limitations under which Professor Held allowed 
himself to judge Ricardo “according to his works.” Nothing 
can be more fanciful, indeed, than the truly remarkable argu: 
ment whereby Professor Held strives to show that Ricardo’s 
theory of remuneration was suggested to him by the conceptior 
of natural right; nothing more painful to the serious student 
than the concluding passage, in which the boast is made that ir 
the foregoing pages the key to the true understanding of Ricard 
s contained. ‘To one who has studied Ricardo, and admires 
Held’s great historical labours in the service of economics, it is 
difficult to conclude without repeating in a saddened tone the 
latter’s own quotation, “ Difficile est satiram non scribere.” 


1 « Principles,” pp. 184-5. 2 « Zwei Biicher,” p. 185, 
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IMPROVEMENTS IN THE FERTILITY OF LAND AND THEIR 
EFFECT UPON RENT, 


HERE can be little or no doubt that Ricardo was instigated 
to pursue the investigations which issued in the doctrines 
aaintained §§ 30, 31, pp. 55-61, and §§ 112, 113, pp. 318-324, 
y the very strong expressions of opinion given vent to by Adam 
mith (bk. i., c. xi.) on the common coincidence of the interest 
f the landlord with that of the nation. As we can see, from the 
nd of § 113 in particular, he considered that Smith was wholly 
nisled by his initial error as to the value of corn. Interesting 
hough it would be to compare the very different treatments 
rhich this subject received at the hands of the two writers, the 
eneral inconsistencies of Adam Smith, together with his main- 
snance of the particular opinion cited, render such a comparison 
npossible. All we can do is to compare the conclusions arrived 
tf, and endeavour to see how far each writer was entitled to 
ake the deductions he did, granted the particular premises he 
‘sumed. 

Ricardo makes two great assumptions, only one of which he 
entions, the other being assumed apparently as an undoubted 
ct. 

First: the land in cultivation consists of equal units indefi- 
itely small, and such that the produce of each unit exceeds that 
’ the unit below it in the scale by an amount equal to that by 
hich it is exceeded by the produce of the unit above it. In 
her words, the returns to the respective doses of capital are 
nged in arithmetical progression. 

Second: the intreduction of the new products methods, 
hich result in the increase of the productive power of the soil, 
yes not disturb “ the difference between the productive powers 
‘the successive portions of capital,” or of successive units. 


FF 
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The former of these two assumptions, is, as I said, not stated 
by Ricardo, though the nature of the examples which he chooses 
in illustration seems to show his own recognition of it, but the 
latter he states most clearly, both in his chapter on Rent (p. 58), 
and again where reviewing the Doctrines of Malthus (p. 502) 
and of Adam Smith (p. 319), where he speaks of the necessary 
condition to the correctness of his contention that there should 
be “no alteration in their relative fertility or advantages.” J. 8. 
Mill, who (bk. iv., ¢. iii, § 4) defended the theory from the 
attacks made upon it, omits most unfortunately any reference to 
this very important assumption, though curiously enough he 
observes it much more truly than does Ricardo himself, for the 
latter, after thus rigorously defining his premises, proceeds to give 
an illustration which assumes that 115 is to 125 as 90 to 100 
(pp. 58-59). Mill, with much greater accuracy, so shapes his 
example as to show that an increase in productiveness will affect 
the various soils in the various doses in the proportion of then 
own productivity. Thus he increases each product by twenty- 
five per cent. Both of them, however, agree in stating that 
when the productive power of the soil is increased, the amount 
of the produce taken by the landlord as rent will diminish. Le 
us now examine the truth of this statement, bearing im mind th 
two above-mentioned assumptions. Afterwards it will be ne 
cessary to say a word or two as to the assumptions themselves. 


oO a Z : 
On o J, which represents the land in the country, let us take 
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1s the limit to which cultivation descends. As the production of 
the successive and equal units is in arithmetical progression, the 
ent line, 7 y, is a straight line and not a curve. 

The total produce is y 0 x p, and p x being the produce of the 
ast unit in cultivation, y 7p represents the rent. 

Let us now take on o x a point 2’, and at right angles to o x 
raw 2’ p’, cutting y p in a, and such that p’ x’ is to a a’ in the 
atio of S to T, that being the ratio of the increase in produc- 
ive power. A number of positions for x’ being taken, a straight 
ine y’ J is obtained. 

Let a’ be so chosen that the figure y’ 0 2’ p’ = y oz p, for the 
otal amount of corn demanded is to remain the same. Draw 
’ 7 at right angles to 0 y’. 

The rent under the new circumstances is y' 7’ p’. We 
vant to know whether y’ 7’ p’ is greater, less, or equal to 

r Dp. 

Since p’ 2’ isto az’ as S to T, therefore figure 7’ a’ is to b 2’ as 
}to ZT. Therefore y' 7’ p' is toy baas Sto T. 

In the second place, the figure y o x p is divided into two 
arts, the parallelogram 7 x and the triangle y 7 p. 

Now 7 zis tora’ asrp tor f, and yr pis to y ba in dupli- 
ate ratio of rp tor f. Also if bf be added to ra’, 7 x is to whole 
zx’ in a less ratio than that of r p to rf. 

But the whole figure y 0 x p is to yo’ a in ratio of S to 7, 
nd therefore the triangle y 7 pis to the triangle y 6 a in a greater 
atio than S to 7, and therefore in a greater ratio than y' r' p’ 
ry ba. 

Therefore y 7 p is greater than y’ 7’ p; that is, that under the 
onditions assumed,-the corn rents will diminish as the produc- 
veness of the soil is increased. 

The above proof is somewhat long and clumsy. Professor 
liver Lodge has pointed out to me that the samé results can be 
rrived at in the following way: 

Let figure be described as before, and let amount of produce 
ot paid as rent be termed sustenance. Let e represent ratio 
f increased productiveness. Letro=h,ry=h,af=s, r'o=k’, 
lee 

old rent h 


eben + old sustenance mae 
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But new rent De COP I= OE +h) 
\s + new sustenance fi e(sth) 
2 b=8 
hes 


Therefore, under the conditions assumed, rent diminishes as 
productiveness is increased. 

It may then be fairly claimed that, so far as Ricardo went, he 
was able to prove his statement. 

But now the question arises as to the nature of the assump- 
tions on the truth of which his whole argument depends; and first 
of all we must ask whether he was conscious of their existence as 
assumptions, and as assumptions only. One of these two he ex- 
pressly mentions, and not once, but more than once, so there 
can be no doubt that he recognized the fact that under certain 
conditions his proof would not hold good. In treating of the 
much simpler case, when agricultural labour is made more pro- 
ductive while the fertility of the land remains the same, he ex- 
pressly contemplates stich a case (p. 43, bottom), and it is difficult 
to see how he could avoid seeing that the other assumption was 
involved in this, since, if an alteration in the instruments of pro- 
duction could alter the relations existing between the fertility of 
the land, there could be no reason why it should not cause diffe- 
rent relations to exist between different units of the land. In 
other words, it suggests that cases must occur in which there are 
not equal units of the various fertilities. In such cases the rent- 
line would be represented by a curve. That the produce of the 
various units cannot be invariably ranged in arithmetical pro- 
gression is undeniable. 

Taking this view of the circumstances of the soil, Professor 
Marshall has (‘‘ Principles of Economics,” pp. 669-678) discussed 
at length the various effects produced by differences in such 
curyes. 

It is, however, I believe, no less undeniable that an increase in 
productivity will often affect different soil in very different de- 
grees, and in consequence of this even the treatment of the sub- 
ject by Professor Marshall fails, since an element of unknown 
variability is introduced. Ricardo’s theory, then, is only vali 
in certain assumptions. ; 

How far, we must next inquire, was Adam Smith right ? f 
far as I can see there can be only one answer. It is possib: 
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hat the conclusion he states may be right, but it is right on 
rounds totally different from those which he alleges in its sup- 
ert. It is right when circumstances are such that, as we have 
een, the corn rent may be greater after the improvements. But 
mith imagined that it was invariably true because every incre- 
ent of food was of the same value ; that the value of food could 
ever change come what might. Was more nourishment pro- 
uced, well and good. Each unit being of the same value as 
efore, wages and profits will be satisfied with the former quan- 
ty, and the larger surplus will enrich the landlords. They will 
+t a larger share than before, and also a larger quantity. The 
tion of a fall in value is expressly excluded. More than that, 
2 never allows the possibility of any land falling out of corn 
tivation. The supply would be larger than before. Clearly 
ther there must be more people to eat it, or the individual de- 
and must increase. One or the other must happen, unless the 
od is to remain in the hands of the landlords. But should this 
cur, the value can scarcely be maintained. That such, how- 
er, might occur suggested itself to the mind of Adam Smith, for 
a passage at the end of part i. (bk. i., c. xi., p. 68) he adds: 
“Tt is difficult to preserve potatoes through the year, and im- 
ssible to store them, like corn, for two or three years together, 
he fear of not being able to sell them before they rot dis- 
urages their cultivation, and is, perhaps, the chief obstacle 
their ever becoming in any great country, like bread, the 
ief vegetable food of all the different ranks of the people.” 
In this passage are contained the reasons which invalidate the 
10le theory, so diligently framed, of the invariable value of corn, 
d with it, of the constant advantage to the landlords of an in- 
ease in the fertility of the soil. 
The chief difference, then, between the treatment of this sub- 
et by Adam Smith and Ricardo is clear. Ricardo announced 
at certain results would occur under certain conditions. These 
nditions he undoubtedly considered more -frequent than they 
obably are. Adam Smith, on the other hand, stated a result 
ich is quite conceivable, but based his argument on assump- 
ns which are positively and invariably wrong. 
Another question, indeed, arises as to the interest of the land- 
das estimated in money. Here, of course, we are not con- 
ned with Adam Smith, since his view that corn was of unvary- 
value led him of necessity to the conclusion that increased 
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corn rents meant an increase also in money rents, or, to put i 
more accurately, in general value. With regard to both Ricard 
and Mill, I should like once more to refer to Professor Marshall’ 
demonstration, where he points out, that while the price falls i 
less than the inverse ratio of the rate of increase, the amount 0 
the corn rent, even if it increase, can never stand to the amoun 
of the former rent in quite this direct ratio, and that, therefore 
the landlord will lose. 
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rise in price of, increasing mone 
wages, diminishes money profits 
90. 
high price of in manufacturin; 
countries, 126-7. 
possible necessity of placing tem 
porary restriction on importatio 
of, 253. 
low price of, and consequent ad 
vantage, 256. , 
effect of bounties on exportation oI 
285. 
benefit to landlords of high pri¢ 
of, 321-3. 
comparative value of gold, corn 
and labour, 361-9. Je 
difference between fall in price o 
and rise in the value of money 
411-12. 
stockholder not so much benefit! 
by fall in price of, 417-18. (0 


Bounties.) 
Corn Duties, proposed gradual reduc 
tion of, 252. 
Cultivation, not affected by taxes 
true rent, but affected by tax 
on rent as constituted, 154-5. 
how affected by landlord, et 
165. 
Currency, principles of, 340. 
an economical currency, 344, 
in its most perfect state, 349, 


aa bee trade, A. Smith on, 278. 
ash accounts, 333. 
Changes, injuries involved in sudden, 
248-251. 
Cicero, 210. 
Colonies, advantages to mother coun- 
try of restraint on, 326-330. 
Commerce, condition of at close of 
Napoleonic wars, 68. 
advantage of free system of, 114-15. 
really a trade barter, 211-12. 


INDEX. 


le Tracy, Destutt, on value, 268-9. 

leath duties, 134. 

ecker, Sir M., cited by A. Smith, 
218. 

emand for commodities not neces- 
sarily demand for labour, 384-6 
389-91. 
mand.) 

esire, boundless nature of, 277, 280. 

‘istribution, changes in, 89-94. 

raw back, 223-4. 


? 


(v. Supply and De- 


dinburgh Review on bounties, 
286-7. 
ncyclopedia Britannica, as to with- 


drawal of capital from cultiva-" 


tion, 252 note. 

on Free Trade, 303 note. 

xchange between nations, when at 
par, 127-9, 213-14. 

foreign, principles of, 128-130, 213. 

xportation. (v. Bounties in Expor- 
tation.) 


umers, disadvantage to of rise in 
price of corn, 90-1. 

rent falls on consumer and not on 
farmer, 91-2. 

interes’ of in low price of profits, 
92, 298. 

tax on profits of beneficial to land- 
lords, 193-5. 

pay more than due share of poor 
rate, 245, 

rtility, increase of not a necessary 
cause of increase of rent, 398, 
App. B. 

reign exchanges, 119-20, 128-30, 
213. 

reign Trade, relation of to profits, 
109. 

regulated by law of comparative 
cost, 114-15. 

iow affected by alterations 1n price, 

151-3. 
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Foreign Trade, effect in increasing 

riches and not value, 305. 
as advantageous as home trade, 

338-9. 

Fund of capital, for maintenance of 
labour, 205. 

Funds, relation between interest on 
and general rate, 285. 


Gold and Silver, variable in value, 9. 

value ultimately determined by cost 
of production, 57, 173, 340-1. 

less variable in value than other 
commodities, 38. 

particularly suitable for monetary 
use, 64, 354-6, 

value of paper money dependent on 
their value, 82. 

alterations in manufacture affect 
their distribution, 119-20, 

difference in value of in different 
countries, 125. 

ultimate incidence of a tax on, 
172-9. 

ratio between gold and silver, 340. 

obligation to pay notes in gold and 
silver, only effective check on 
paper issues, 344, 

most perfect state of currency, 349. 

inconvenience of a double standard, 
357. 

checks against an excessive use of 
silver com, 359 note. 

on comparative value of gold, corn, 
and labour, 361-9. (v. Money, 
Currency. ) 

Ground Rents, as suitable for heavy 

taxation, 184, 


Holland, manufactures of ruined, ac- 
cording to Smith, by taxes on 
wages, 210. 

rate of profits in, 273 note. 
Houses, effect of taxes on, 181. 
rent of houses distinguished from 
ground rent, 181. 
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Importation, effect of duties on, 296- 
305. 
evil effect of such if high, 298-99. 
Improvements, effect of improve- 
ee ments in manufacture on distri- 
bution of precious metals, 119- 
20. (v. Agriculture.) 
Income, taxes assessed on may not 
be paid out of, 134. 
how to obtain advantage of income 
tax without its disadvantage, 142. 
Interest, effect of accumulation on 
profits and interest, 272-84. 
low rate in Holland, 273 note. 
connection with profits, 280, 282, 
351. 
history of legal rate, 281-2. 
causes of temporary variation in 
rate of interest of funds not cri- 
terion of general rate, 282-3. 
bank as lending money below mar- 
ket rate, 352. (v. Profits.) 


Labour, original /purchase-money and 
foundation of value, 7. 
want of coincidence between labour 
in market and labour exerted in 
production, 9. 
a variable measure, 9-11, 13, 409. 
effect of mechanical improvements 
on, 10, 11. 
different qualities of, 15, 16. 
direct or indirect, 17, 18. 
effect of economy in on relative 
value, 20, 21. 
productive and unproductive, 53 
note. 
mobility of, 68. 
immobility of from country to 
country, 117. 
comparative value of gold, corn, 
and labour, 361-9. 


demand for depends on amount, not_4= 


of fixed, but of circulating capital, 
387 note. (v. Wages.) 


Labourers, their happiness affected 
by relations between natural and 
market prices of labour, 71. 

supply and demand of cause of 
rise or fall of wages, 73. 

rise in wages not necessarily in- 
crease of comfort to, 78-9. 

effect on of introduction of ma- 
chinery, 377-84. 

interest of in mode of employment, 
384. 

Land, proportional division of whole 
produce of the test a variation in 
rates of wages, profit, and rent, 41, 

nature of rent of, 44, etc. 
ee of improvements in case of, 
57. 
objection to tithes that they increase 
with difficulty of cultivation, 
158. 
capital sunk in becomes amalga- 
mated with, 246 note. 
capacity of for different produc- 
tions, 318. 
Landlords, how affected by agricul- 
_ tural improvements, 58 note. 
taxes on rent fall on, 154-6. 
benefited by tax on agricultural 
profits, 193-5. 
how affected by taxes on wages; 
216-18. 
interest of opposed to that of con 
sumers and manufactures, 321-2 
proportion of produce received b, if 
397. 

Land tax, injustice of if levied 
acreage, 162. 

Lauderdale, Lord, on scarcity 

value, 261. 
on bank notes, 359 note. 
on scarcity and value, 375-6. 
Leases, effect of on improveme 
246. 
Loans, 228-230, 284 note. 
Locke on a double standard, 257. 


INDEX. 


uxuries, taxes on, 224-6, 


Machinery, effect of improvements 
— in on value, 10. 
greater use of in old than in new 
countries, 34 note. 
how beneficial to public, 35. 
effect of improvements in agricul- 
tural machinery, 57. 
introduction of as affecting price, 
not profits, 111-12. 
effect of on value of commodities, 
137. 
effect of introduction of on distri- 
bution of money, 197. 
general advantage of employment 
of, 377. 
effect of on portion of capitalist, 
378-9. 
and on that of labourers, 378-84. 
final effects of introduction of, 
381. 
general conclusions as to introduc- 
tion of, 383. 
advantages of on accumulation of 
capital, 587-9. 
lalt, tax on, 237-9. 
[althus, publication of Enquiry into 
Nature and Progress of Rent, 1 
on value, 14, 
remarks on “cost” and “ value,” 
39 note. 
cited as to price of labour being 
indicative of needs of society, 
201-2. 
errors of regarding rent, 392-420. 
three causes of rent according to, 
395. 
inconsistency with regard to term 
“real price,” 408. 
[anufactures, improvements in as 
affecting distribution of precious 
__ metals, 117-120. 
prices of home commodities higher 
in manufacturing countries,122-3. 
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| Manufactures, more subject to re- 
verses than agriculture, 248, 
bounties on exportation of do not 
- alter natural price, 297. 
inconvenience of levying a tax on 
at early stage greatly magnified, 
370-2, 
Manufacturers less affected by poor 
rates than farmers, 245. 
have no interest in rise of natural 
price of manufactures, 298-9, 


Melon, 228 note. 
Mercantile system, evil effects of, 
301. 
Mines, rent of, 45, 62, 315-16. 
Smith on rent of, 315-16. 
Rent.) 
Mint, as to regulation of, 343-6. 
Money, variable, though assumed to 
be invariable, 36, 40. 
variations in its value do not affect 
the rate of profits, 43. 
different value of in different coun- 
tries accounted for, 120-7. 
improvements in working of mines 
“will diminish value of, 127. 
demand for not a demand for a de- 
finite quantity, 173. 
value of coin varies with quantity, 
173, 340. 
alteration in value of affects diffe- 
rent commodities differently, 
190-1. 
effect of low value of, 212-13, 
the medium of exchange, 275. 
Smith’s view that the value of 
money partially degraded by a 
bounty on exportation of corn, 
295. 
principles regulating paper money, 
340-51.  (v. Gold and Silver, 
Currency. 
Monopoly, definition of monopoly 
price, 234-6, 
evils of in colonial trade, 332, 
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Monopoly, why monopolized commo- 
dities vary in value, 376. 


National Debt, effects and evils of 
if large, 226-232. 
best mode of diminishing, 233-4. 
Nature, assistance of in agricul- 
ture and in manufacture, 55 
note. 
Necessaries, 
78. 
effect of taxes on, 217. 
Net, net and gross revenue distin 
guished, 336-7. 


gradual rise in price of, 


Panics, universal effects of, 248. 
no security for banks against, 346. 
Paper money, whole charge for such 
seignorage, 341. (v. Money, Cur- 
rency. ) 
Pitt, Mr., as to relief of the poor, 
84 note. 
Political economy, principal problem 
of, 1. 
Poor laws, effect of, 83. 
advantages of local as against 
central systems, 85. 
abolition of considered and ap- 
proved, 85. 
Poor rates, varying incidence of, 
242-3. 
levied on improved value of land, 
244, 
Population, increase of a cause of 
rise in rent, 47-49. 
rate of increase of, 75. 
relation to wages, 400-3. 
increase of in America as com- 
pared with England, 403. 
Precious metals, gold and silver sub- 
ject to fluctuation, 9. 
variability, 63-4. 
less variable than most other com- 
modities, 64 


INDEX. 


Precious metals, relations between 
in poor and rich countries, 362, 
etc. (v. Gold and Silver.) 

Price, definition of real price by 
Smith, 7. 

effect of variations in value of 
money on price, 40-1, 146, 

determined by final cost, 54. 

rent not a component part of, 55. 

effect of improvements on price, 57, 

wee thik 

cause and consequences of tempo- 
rary variations in, 65. 

distinction between natural and 
market price, 65-9. 

rise or fall in price not produced 
by rise or fall in wages, 81-2, 
113. 

why prices of home commodities 
are higher in manufacturing 
countries, 123-4. 

effect of tax on raw produce on 
price, 137. 

rise of owing to increase of money, 
146. 

effect on foreign trade of alteration 
in prices, 151. 

monopoly price, 234-6. 

regulated by least fertile mine, 
317. : 

its ultimate determinants not Sup- 
ply and Demand, 373. 

high price not a cause of renj 
395-6. 

Produce, tithes fall on met but i 
crease with gross, 158. 

difference between increase 
gross and net, 237-9. 

Production and Consumption, rel 
tion between, 273. 

Productions, monopolized prod) 
tions, 224. (v. Taxes.) 

Profits, alterations in consequ 
on alterations in value of labo 
28. 


INDEX. 


rofits, rate of unaffected by varia- 
tions in value of money, 43. 

affected by amount of circulating 
capital, 65-9. 

tendency of to fall with progress, 
78-9. 

interdependence of wages and pro- 
fits, 87-8, 97, 105, 107, 113, 124. 

effect on of rise in price of corn, 
90-2. 

depend on amount of labour needed 
to produce necessaries, 98-107. 

effect of foreign trade on, 109, 112. 

in different countries, 113-4. 

no effect on rate of through influx 
and efflux of money, 124, 

taxes on considered, 186-97 

taxes on wages virtually taxes on 
profits, 211. 

effect of accumulation on profits 
and interest, 272-84, 

low rate of in Holland, 273 note. 

effect on accumulation of rate of, 
274. 

rate of 
280-1. 

high profits favourable to accumu- 
lation, 320. 

rovisions, causes of high price of, 
142-3, 


difficult to determine, 


ate, meaning of when applied to 
wages, profits, and rent, 41, 

ate of interest and State control, 
281, 

of interest and profits, 282. 

ent, definition of, 44. 

confusion with profits, 44-5, 

ambiguous use of term by A. 
Smith, 45. 

of mines, 45, 62-3. 

historical origin of, 46. 

determined by unequal returns to 
successive application of capital, 
48-9, 
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Rent, a necessary payment, 51-2, 
268. 
payment of not a cause of wealth, 
« 54. 
the effect of increasing wealth and 
population, 54. 
does not enter into price, 55, 315. 


L_ effect of agricultural improvements 


in, 56-60, 405. 

defined as a difference, 138. 

distinguished into ground rent and 
building rent, 155. 

distinction between building and 
ground rent, 181, 

ground rents not suitable for ex- 
clusive taxation, 183. 

tax on falls on landlord, 242. 

examination of Smith’s opinion on, 
312-14, 

diminution of owing to increased 
fertility, 321, App. B. 

examination of Malthus’ opinion 
on, 392-420, 

a transfer of value, 394. 

three causes of according to Mal- 
thus, 395. 

Revenue, effect of increased net 

revenue on accumulation, 387-8. 

distinction between gross and net, 

414, 

Riches, definition of, 258. 

difference between riches and value, 
258-71. 

mode of increase of, 263. 


Say, J. B., cited as to use of natural 

agents, 46 note. 

as to regulation of price, 50 note. 

mistake as to relations between 
wages and price, 50 note. 

as to taxes on transfers, 135, 

error with regard to incidence of 
land tax, 167-8, 

error as to taxes in kind and pro- 
portional taxes, 169 
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Say, J. B., that the price of corn in- 
fluences prices of all other com- 
modities, 209 note. 

on plans of finance and the opera- 
tion of taxation, 218-26. 

as to effect of credit, 234 note. 

error as to incidence of taxes on 
raw produce, 239-41. 

on the advantages of commerce, 


249 note. 
error as to value of silver, 260 note. 


inaccuracies with regard to value 
and riches, 264-71. 
on competition of capitals, 273, 
on public loans, 284. 
opinion as to relative profits of 
home and foreign trade, 301-5. 
on balance of trade, 303, 
on the relative advantage of large 
gross and net revenues, 335 note. 
as to taxes levied at an early stage 
in production, 370. 
on effect on price of laws of Supply 
and Demand, 374-6. 
Scarcity and value, 6 note, 261. 
Seignorage, 341-60. 
Silver, disadvantages of low value of, 
213. (v. Gold and Silver.) 
Simonde de Sismondi, 371. 
Sinking funds, 233, 350-1. 
Smith, Adam, on value, 7. 
on real price, etc., 7, 360 note. 
his standards of value, 8, 9. 
difficulty of comparing different 
kinds of labour, 15 note. 
mistake as to relation between rise 
in wages and rise in price, 38, 39. 
on rent, 45, 319-24. 
as to productive and unproductive 
labour, 53 note. 
on taxes on transfers, 135. 
on principles of taxation, 162. 
error with regard to incidence of 
land tax, 164 
on taxation of ground rents, 183. 


Smith, as to taxes on wages, 198, 


ete. 

on inability of labouring class to 
pay taxes, 198, 219. 

with regard to taxes paid by 
farmers, 208. 

error as to taxes on necessaries, 
217-19. 

error regarding tax on malt, 237-9. 

on “riches,” 258-63. 

inconsistency of in use of term 
“value,” 263. 

on competition of capitals, 273, 

error as to carrying trade, 278. 

difficulty in determining rate of 
profits, 280. 

with regard to bounties, 288-305. 

cited by some in support of high 
corn duties, 302. 

on price of coal and working of 
mines, 317. 

on high value of corn-and low 
value of money, 322-3. 

on colonial trade, 325. 

on treaties of commerce, 327. 

confusion of net and gross revenues 
336-7. 

on foreign trade, 338. 

on banks and paper issues, 342, ete. 

error as to constant value of corn, 
363. 

on value of gold in different coun- 
tries, 364-9. 


Spain, consequence of low value of 


money in, 212. 3 


’ 


Taxes, nature of, 131-6. 


on monopolized and partly mon . 
polized commodities, 224. ( 
Wages, Produce, Necessarie 
Profits, Rent, ete., Tithes, La 
Tax, etc.) 


Taxation, effect of when levied 


capital, 132. 
on transfers of property, 134, 


INDEX. 


Taxation, principles of, 162. 
Tithes, considered, 157. 


injurious to landlord, 159, 


Torrens, cited, 74 note, 257 note. 
Trade, revulsions in, 250-1. 


importance of free trade to Eng- 
land, 303 (v. Carrying Trade, 
' Foreign Trade. ) 


Trading world, close connection be- 


tween countries in, 248. 


Turgot, cited, 221. 


Utility, a source of value but not a 


measure, 5. (v. Value.) 


Value, measures and causes of, 8, 56. 


corn a variable measure, 8-14. 

standards of, 11-14. 

labour a8 measure of according to 
Smith and according to Ricardo, 
11-14, 65. 

difference in reward of various 
kinds of labour, 15. 

indirect labour as 
value, 18-19, 26-7. 

effect of difference of proportion in 
which fixed capital is employed, 
32-6. 

invariable standard cf, 36-8. 

gold and its use as such, 37. 

determined by application of labour 
under most unfavourable circum- 
stances, 50. 

meaning and sources of, 56, 

amount of unaffected by foreign 
trade, 108. 

difference between value 
riches, 258. (wv. Price.) 


determining 


and 


Wages, rise in wages does not effect 


value or price, 21, 82. 
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Wages, this modified by unequal use 


of capital, 23-31. 

unequal durability of different 
portions of same, 32, etc. 

real value of, 42. 

normal (natural) and market wages 
distinguished, 70-1. 

market, 71. 

effect of rise in on population, 71. 

effect of increase of capital on, 72. 

variability of standard of natural 
wages, 74, 

alterations in consequent on two 
causes, 75. 

difference between rise in wages 
and in rents in progressive so- 
cieties, 79. 

gradual increase in real wages 
though not in comfort, 78-9, 
104, 

this rise the same, whether gold 
produced in or outside the 
country, 81. 

not to be fixed by State, 82, 

profits depend on wages, 87-8, 97, 
105, 107, 113, 124, 

a tax on is equivalent to a tax on 
profits, 198, 

regulated by price of necessaries, 
199-200. (v. Profits.) 


Wants, limitless nature of human, 


277. 


War expenses, should be met out of 


revenue, 231. 


Wealth of England, growth of, 132. 
Wealth, increase in as affecting rent, 


54. 
how the wealth of the country may 
be increased, 263, 
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